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Announcements 
33-5422 Disclosure of Litigation and Disci- 
plinary Proceedings 
Comment period extended to Oc- 
tober 30, 1973. 

Croyle Computer Services, Inc. 
Hearings ordered on registration 
statement. 

Variable Life Insurance Contracts 
Public comments requested on pro- 
posal to condition further the ex- 
emption to variable life insurance 
separate accounts and their ad- 
visers. 

Options Transactions 
Public comments requested on pro- 
posed rule prohibiting exchange 
transactions in certain options not 
in accord with exchange plan de- 
clared effective by Commission. 


34-10394 


33-5423 


1C-8000 
1A-391 


34-10397 


Enforcement 
LR-6061 Haffenden-Rimar International, Inc., 
et al. 

Order of permanent injunction en- 
tered based on violations of the 
registration and antifraud pro- 
visions in connection with sales of 
Scotch Whiskey warehouse receipts. 

Associated Underwriters, Inc., et al. 
Temporary restraining order issued; 
SIPC trustee appointed. 

Roc A. diVincenzo, et al. 

John DeBlasi of Bellmawr, New 


LR-6063 


LR-6064 








Jersey sentenced in stolen securi- 
ties case. 

Lums, Inc., et al. 
Opinion filed on tipping of “inside 
information.” 


LR-6065 


Rules 
33-5424 Rule 458, adopted 
To require registrants under 1933 
to provide summary of registration 
statements for use in News Digest. 
Amendments to Rule 17a-5 and Form 
X-17-5, adopted 
To permit independent public ac- 
countants to perform certain pre- 
liminary audit procedures and an 
interpretation of the term 
“material inadequacy.” 


34-10398 
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SECURITIES ACT OF 1933 
Release No. 5422/September 18, 1973 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 10394/September 18, 1973 


ESTENSION OF TIME FOR SUBMITTING COMMENT 
ON THE MATERIALITY OF DISCLOSURE IN FILINGS 
WITH THE COMMISSION OF CIVIL AND CRIMINAL 
LITIGATION AND ADMINISTRATIVE DISCIPLINARY 
PROCEEDINGS AFFECTING PROFESSIONALS 
PRACTICING BEFORE THE COMMISSION (FILE NO. 
S7-488) 


On July 25, 1973 the Commission announced an in- 
quiry to obtain information and ascertain views of interested 
persons concerning the materiality of disclosure in filings 
with the Comrnission of civil and criminal litigation and of 
administrative disciplinary proceedings involving profession- 
als such as accountants and attorneys who practice before 
the Commission. { Securities Act Release No. 5411, Securi- 
ties Exchange Act Release No. 10296 ). The time for sub- 
mitting such comments expires September 15, 1973. How- 
ever, the Commission has received requests for additional 
time within which to submit comments on these issues. 
Accordingly, the time for submitting such comments has 
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been extended to October 30, 1973. Those submitting 
comments should consider and address themselves particular- 
ly to the factors set forth in the release announcing the 
Commission’s inquiry. All communications will be placed 

in the public files of the Commission and should refer to 

File No. S7-488. 


By the Commissicn. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No, 5423/September 18, 1973 


SEC ORDERS HEARING ON CROYLE COMPUTER 
SERVICES, INC. 


The Securities and Exchange Commission has ordered a 
public hearing pursuant to Section 8(d) of the Securities Act 
of 1933 to determine whether a stop order should issue with 
respect to a registration statement filed on December 11, 
1972, by Croyle Computer Services, Inc. (Croyle) of 
Phoenix, Arizona, covering a proposed public offering of 
500,000 shares of common stock at $10 per share. The 
registration statement was amended on January 15, Febru- 
ary 20 and April 26, 1973, and became effective by opera- 
tion of law on May 15, 1973. 


The Commission's Division of Enforcement alleges in its 
Statement of Matters to be considered at the hearing that 
Croyle’s registration statement is materially misleading in 
that it failed to disclose the plan of distribution and the 
distribution spread and risk factors of the offering. The 
Division further alleges that Croyle’s description of its organ- 
ization, business and its property in the registration state- 
ment is not adequately disclosed. The registration state- 
ment is also alleged to be false and misleading with regard to 
the legal fees paid in connection with the registration of the 
offering. Finally, the Division alleges that an “Illustration of 
the Differential Between Public Offering Price and Price 
Paid by Promoters” is false and misleading since the mathe- 
matical relationship between the amount paid by the public 
investors and the amount paid by the promoters is not ac- 
curately reflected. 


A hearing in this matter has been scheduled for 10:00 a.m. 
on October 1, 1973 at the offices of the Securities and Ex- 
change Commission, Washington, D. C. 





SECURITIES ACT OF 1933 
Release No. 5424/September 20, 1973 


ADOPTION OF RULE 458 REQUIRING ISSUERS TO 
PROVIDE SUMMARIES OF REGISTRATION STATE- 
MENTS 


The Securities and Exchange Commission today announced 
that it has adopted Rule 458 under Section 19(a) of the 
Securities Act of 1933, to become effective November 15, 
1973. The rule was published for comment on July 24, 
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1973 in Securities Act Release No. 5410. The rule requires 
any company filing a registration statement with the Securi- 
ties and Exchange Commission other than on Form S-8 and 
S-12 to provide in a letter but not as part of the registration 
statement a one-paragraph summary for the SEC News 
Digest as notice of the registration filing. The Commission 
has considered the comments received in response to that 
release and now adopts the rule as set forth below: 


RULE 458 


(a) A letter, addressed to the Commission’s Office of Pub- 
lic Information and containing the information described 
below, shall be submitted by registrant as part of the ma- 
terials accompanying the initial filing with the Commission 
of any registration statement on any form other than Form 
S-8 or S-12. No summary is required for pre- and post- 
effective amendments. Such letter shall contain on/y a 
summary of the offering to which the registration statement 
relates, which summary shall include on/y the following 
items of information, where appiicable, in the following 
order. 


(1)the form on which the registration statement is filed; 
(2)the name and address of the issuer of the security; 


(3)the full title of the security or securities and the 
amount being offered; 


(4)the price of the security, if known at the time of the 
offering; 


(5)the name and address of the managing underwriter(s) 


if any; or, if the security-is to be offered at competi- 
tive bidding, so state; 


(6)in the case of a rights offering, the class of securities 
the holders of which will be entitled to subscribe, the 
subscription ratio, the record date if known, and the 
price of the security if known at the time of the offer- 
ing, or any of the foregoing; 


(7)in the case of an exchange or tender offer, the name 
of the issuer and the title of the securities to be sur- 
rendered in exchange for the securities to be offered 
and the basis on which the exchange may be made; 


(8)a statement of the amount of the offering, if any, to 
be made by selling security holders; 


(9)a brief indication of the primary business of the. issuer. 


(b) A letter furnished in compliance with this Rule shall be 
deemed not to be “filed” with the Commission and not to 
be a part of the registration statement. For purposes of 
Section 5 of the Act only, information furnished pursuant 
to this rule and published in the News Digest or any similar 
publication of the Commission shall be deemed not to con- 
stitute an offer when so published. 


Instruction. The information should be presented in a form 
similar to the examples which follow, as appropriate: 
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ABC, INC., 3700 50th Avenue, Bladensburg, Md. 20710 - 
$1,500,000 of convertible subordinated debentures and 
150,000 shares of common stock, to be offered for sale in 
units, each consisting of a $250 debenture and 25 shares, 
and at $500 per unit through underwriters headed by Blank 
& Co., Inc., 1720 F St., N. W., Washington, D. C. 20006. 
The company is a commercial printer, engaged in web offset 
lithography and book binding. 


Secondary Offering 


MNO COMPANY, 50 Detroit Avenue, Lakewood, Ohio 
44107 - 72,000 shares of common stock, which may be 
offered for sale (or pledged) from time to time by certain 
shareholders at prices current at the time of sale. MNO is an 
automotive parts manufacturer. 


Exchange Offer 


POR, INC., 500 Second Avenue, Cedar Rapids, lowa 52401 
- 168,000 shares of common stock. It is proposed to offer 
these shares in exchange for the outstanding common shares 
of Blank National Bank, Waterloo, lowa, at the rate of seven 
shares for each Bank share. Also included in this statement 
are 160,000 shares of common stock, which may be issued 
in connection with future acquisitions of other businesses 
or properties. POR is a bank holding company, which con- 
trols four banks. 


Rights Offer 


VWX, INC., 1 Florida Avenue, Tampa, Fla. 33602 - 409,249 
shares of common stock. It is proposed to offer these shares 
for subscription by common stockholders of record June 

15, at the rate of one share for each five shares held, and at 
$25 per share. Black & Co., Inc., 10 Chase Manhattan Plaza, 
New York, is principal underwriter. The company is a bank 
holding company with four banking subsidiaries. 


Misscellaneous 


YZ ENTERPRISES, INC., 660 Wilshire Bivd., Los Angeles, 
Calif. 90057 - 732,812 shares of common stock. Of these 
shares, 276,719 were issued in connection with acquisitions 
made by the company; 15,000 are issuable upon exercise of 
options granted to Gray & Co.; 51,122 are reserved for is- 
suance upon conversion of 5% convertible second mortgage 
bonds, due 1981; 119,700 were issued in private placements 
in 1969; and 270,271 are reserved for issuance upon con- 
version of outstanding 7% convertible subordinated guaran- 
teed bonds, due 1990, of YZ International N. V., wholly- 
owned subsidiary of the company. The company operates 
14 general hospitals. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No, 10393/September 17, 1973 


The Securities and Exchange Commission has granted orders 
upon applications of (a) the American Stock Exchange, Inc. 
to strike from listing and registration warrants for common 
stock of Ryder System, Inc., effective at the opening of 
business on September 14, 1973, and (b) the Boston Stock 
Exchange to strike from listing and registration the common 
stock of The First Connecticut Small Business Investment 
Company and (c) the Detroit Stock Exchange to strike 
from listing and registration the common stock of Santa. Fe 
International Corporation, both effective at the opening of 
business on September 17, 1973, and (d) the Midwest Stock 
Exchange to strike from listing and registration the common 
stock of The Christiana Companies, inc., effective at the 
opening of business on September 18, 1973. First Con- 
necticut is being delisted from the Boston Exchange at the 
request of the company. Ryder warrants are being delisted 
because only 96,162 warrants are outstanding on the 
American Exchange; its common stock remains listed on 
the New York, Midwest, and Pacific-Coast Stock Exchanges 
and it retains unlisted trading privileges on the PBW and 
Boston Stock Exchanges. Santa Fe common stock is being 
delisted at the request of the company; it remains listed on 
the New York and Pacific Coast Stock Exchanges, and the 
company retains unlisted trading privileges on the PBW and 
Boston Stock Exchanges. Christiana Companies common 
stock is being delisted because of inactivity on the Midwest 
Exchange; it remains listed on the American and Pacific 
Stock Exchanges. Christiana retains trading privileges on 
the PBW Exchange. 


A notice has also been issued giving-interested persons until 
September 29 to request a hearing upon an application of 
the PBW Stock Exchange, Inc. for unlisted trading privileges 
in the American Depositary Receipts for American units of 
The Plessey Company Limited. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10394/September 18, 1973 


See Securities Act Release No. 5422/September 18, 1973 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10395/September 17, 1973 


Admin. Proc. File No. 3-4302 
In the Matter of 


CHICAGO BOARD OPTIONS EXCHANGE, INCORPORAT- 
ED 

CHICAGO BOARD OPTIONS EXCHANGE CLEARING 
CORPORATION 


File No. 1-7167 


Securities Exchange Act of 1934 
Section 12(h) 
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NOTICE OF APPLICATION AND OPPORTUNITY FOR 
HEARING 


NOTICE IS HEREBY GIVEN that Chicago Board Options 
Exchange, Incorporated (Exchange) and Chicago Board 
Options Exchange Clearing Corporation (Clearing Corp.), 
(both referred to as Applicant) have filed an application 
pursuant to Section 12(h) of the Securities Exchange Act of 
1934, as amended, ("the Act”), for an order exempting 
them from the provisions of Sections 13(a), 13(d), 13(e), 
14(d), 15(d) and 16 of the Act. 


Section 12(h) empowers the Commission to exempt, in 
whole or in part, any issuer or class of issuers from the 
registration, periodic reporting and proxy solicitation sec- 
tions of the Act, if the Commission finds by reason of the 
number of public investors, amount of trading interest in 
the securities, the nature and extent of the activities of the 
issuer, or otherwise, that such exemption is not inconsistent 
with the public interest or the protection of investors. 


The application of the Exchange and the Clearing Corp. 
states in part: 


Chicago Board Options Exchange Clearing Corp. is a 
wholly-owned subsidiary of the Chicago Board Options 
Exchange, Incorporated. The Exchange is a registered 
national securities exchange under the Securities Ex- 
change Act of 1934. The Clearing Corp. has registered 
under the Securities Act of 1933, call option contracts 
to be purchased or sold in transactions on the Exchange. 
The Clearing Corp. has also registered these option con- 
tracts under Section 12(b) of the Securities. Exchange 
Act of 1934. 


Applicant points out that since securities that will be the 
subject of the call option contracts will be issued by per- 
sons other than and not affiliated with the Exchange or the 
Clearing Corporation and the underlying stocks will them- 
selves all be registered under the provisions of Section 12 
of the Act: 


1. those sections of the Act that require information on the 
financial condition and business of the Clearing Corpora- 
tion as issuer do not furnish necessary information to 
the investor in the Options since the value of the Options 
does not depend upon the business of the Clearing 
Corporation but instead reflects the value of the under- 
lying stock; 


2. those sections of the Act which provide full disclosure 
in connection with cash tender offers and other acquisi- 
tions of registered equity securities for the purpose of 
obtaining control of the issuer should not be applicable 
to the Chicago Board Options because these Options do 
not represent any possibility of control over the issuer 
thereof, the Clearing Corporation; and 


3. the section of the Acts designed to prevent the improper 
use by an insider of non-public information should not 
be applicable since the holder of a Chicago Board Option 
cannot benefit from any inside information concerning 
the Clearing Corporation because the value of the option 
depends on the value of the underlying stock, not on the 

business of the Clearing Corporation. 
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For a more detailed statement of the information, all per- 
sons are referred to said application which is on file in the 
offices of the Commission at 500 North Capitol Street, N. 
W., Washington, D. C. 


NOTICE IS FURTHER GIVEN that any interested person 
not later than October 17, 1973 may submit to the Com- 
mission in writing his views or any substantial facts bearing 
on this application or the desirability of a hearing thereon. 
Any such communication or request should be addressed: 
Secretary, Securities and Exchange Commission, 500 
North Capitol Street, N. W., Washington, D. C. 20549, and 
should state briefly the nature of the interest of the person 
submitting such information or requesting the hearing, the 
reason for such request, and the issues of fact and law 
raised by the application which he desires to controvert. 
At any time after said date, an order granting the applica- 
tion may be issued upon request or upon the Commission’s 
own motion. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10396/September 18, 1973 


The Securities and Exchange Commission announced pur- 
suant to Sections 15(c) (5) and 19(a) (3) of the Securities 
Exchange Act of 1934 ("Exchange Act”) the temporary 
suspension of the over-the-counter and exchange trading in 
the securities of Co-Build Companies, Inc. ("Co-Build”) for 
one ten-day period commencing at 1:45 p.m. (EDT) on 
September 18, 1973 and terminating at midnight (EDT) on 
September 27, 1973. 


Co-Build is a U.S. Virgin Islands corporation with offices 
located at Estate TuTu, St. Thomas, U.S. Virgin Islands 
and the Land Title Building Philadelphia, Pennsylvania. It 
is primarily engaged in the business of planning, marketing 
and constructing low and moderate priced housing units 
and related facilities in residential communities. 


The suspension was ordered because of certain questions 
raised regarding the accuracy of financial. information filed 
with the Commission and because the company has not 
filed its annual report on Form 10-K for its fiscal year end- 
ed April 30, 1973. The American Stock Exchange halted 
trading in the company’s common stock on August 7, 1973. 


Furthermore, brokers and dealers should be alert to the 
fact that pursuant to Rule 15c2-11 under the Exchange 
Act, no quotation may be entered, unless and until they 
have strictly complied with all of the provisions of said 
rule. If any broker or dealer has any questions as to whether 
or not he has complied with said rule, he should not enter 
any quotation or engage in any transactions, but immediate- 
ly contact the staff of the Securities and Exchange Com- 
mission, Division of Enforcement in Washington, D. C. 

If any broker or dealer is uncertain as to what is required 
by Rule 15c2-11, he should refrain from entering quota- 
tions or engaging in other activity relating to the securities 
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in question until such time as he has familiarized himself 
with said rule and is certain that all of its provisions have 
been met. If any broker or dealer enters any quotation or 
engages in any transaction which is in violation of said rule 
the Commission will consider the need for prompt enforce- 
ment action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10397/September 21, 1973 


REPUBLICATION OF PROPOSED RULE 9b-1 CON- 
CERNING EXCHANGE TRANSACTIONS IN OPTIONS; 
REQUEST FOR COMMENTS ON THE CHICAGO BOARD 
OPTIONS EXCHANGE, INC. PLAN PURSUANT TO 
RULE 9b-1. (File No. S7-473) 


The Securities and Exchange Commission announced today 
the republication for comment of proposed Rule 9b-1 under 
the Securities Exchange Act of 1934, (the “Act”). As re- 
vised, the proposed rule would prohibit exchange trans- 
actions inputs, calls, straddles and other options or pri- 
vileges of buying or selling a security except in accordance 
with a plan established by the exchange that the Com- 
mission has declared to be effective as being necessary or 
appropriate in the public interest or for the protection of 
investors. 


Proposed Rule 9b-1, in its original form, was released for 
public comment on January 9, 1973. 1/ In view of the 
comments received by the Commission, the rule has been 
revised, primarily for purposes of simplicity and clarity. 
Following is a description of the revised proposal. 


Rule 9b-1 would make it unlawful for an exchange to effect 
any transaction in options or to permit its facilities to be 
used to effect such transactions except in accordance with 
a plan regulating option trading declared effective by the 
Commission after consideration of such a plan in light of 
the statutory standards: the public interest and the pro- 
tection of investors. The proposed rule also provides that 
the Commission, in order to implement these statutory 
standards, may require the exchanges to make changes in 
their plans. Pursuant to the rule, exchanges proposing to 
use their facilities for trading options would be required to 
file with the Commission copies of any amendments to the 
plan. The Commission would review and, if appropriate, 
disapprove such amendments prior to their becoming ef- 
fective. In each of these situations -- original approval of 
the plan and modification at the initiation of either the ex- 
change or the Commission -- interested persons, in ac - 
cordance with the explicit rulemaking procedures of the 
Administrative Procedure Act, as codified, 5 U.S.C. 553, 
would be given notice of the proposal and have an oppor- 
tunity to submit “‘written data, views, or arguments.”” Plans 
filed by exchanges pursuant to Rule 9b-1 would be required 
to include all rules, regulations, by-laws and other require- 
ments of the exchange that relate “solely or significantly to 
transactions in options,” and would have to contain specific 
provisions relating to: 


(1)the effectuation of transactions in options on the 
exchange by members thereof for their own account 
and the accounts of customers; 


(2)the clearance and settlement of transactions in 
options; 


(3)the endorsement and guarantee of performance of 
options; 


(4)the reporting of transactions in options; and 


(5)the listing and delisting of and. the admission.to and 
removal of trading privileges on the exchange for 
options. 


As originally proposed, Rule 9b-1 would have regulated 

the rules of an exchange relating to options indirectly by 
making it unlawful for members to trade on the exchange 

if the exchange had failed to comply. with the provisions of 
the Rule. Rule 9b-1 as now proposed, would be applicable 
to exchanges, which would have to comply with specific 
requirements of the rule, as well as to the exchange’s 
members. Rule 9b-1, as originally proposed, did not dis- 
tinguish between exchange provisions of general applic- 
ability and provisions relating particularly to option trading. 
Rule 9b-1 as now proposed, would limit the scope of the 
plan exchanges must file with the Commission and have 
declared effective to those provisions of exchange rules 
"that relate solely or significantly to transactions in options” 
and lists various specific categories of exchange provisions 
to be included in a plan. 


By proposing revised Rule 9b-1, the Commission does not 
wish to imply that it has made any definitive determina- 
tion with respect to option trading on exchanges or that 
the rule, if adopted, will ultimately be found to be ne- 
cessarily the best way to promote the public interest or to 
assure the protection of investors in connection with trad- 
ing of options on exchanges. Nor has the Commission made 
any final decision with respect to the trading of options 
simultaneously on more than one exchange or on exchanges 
that also trade other forms of securities. The operation of 
the Chicago Board Options Exchange (CBOE) is presently 
on a pilot basis 2/ and further evaluation will be required 
before these and other policy questions can be decided 
more definitively. 


The Commission considers that the constitution and rules 
of the CBOE and its clearing corporation would constitute 
the CBOE’s plan pursuant to Rule 9b-1, if adopted. In 
connection with the registration of the CBOE as a national 
securities exchange the Commission sought and obtained 
public comment on substantially the same constitution and 
rules as are now in effect and gave careful consideration to 
those comments before concluding that the rules of the ex- 
change “are just and adequate to insure fair dealing and to 
protect investors” under Section 6(d) of the Act, 15 U.S.C. 
78f(d). 3/ And the amendments adopted since that time 
have also been given close scrutiny. Accordingly, the Com- 
mission expects to be able to determine that the constitu- 
tion and rules of the CBOE are “necessary or appropriate 
in the public interest or for the protection of investors,”as 
required by proposed rule 9b-1 if adopted. If the Com- 
mission were to adopt Rule 9b-1, it would hope to be able 
to declare CBOE’s plan effective simultaneously with the 
effectiveness of the rule, so as not to interrupt the opera- 
tion of CBOE’s experimental project. Interested persons 
are invited to submit their views and comments on whether 
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this determination should be made. 
Statutory Basis 


The Securities Exchange Commission acting pursuant to 
the provisions of the Securities Exchange Act of 1934, and 
particularly Sections 9(b), 9(c), and 23(a) thereof, and 
deeming it necessary and appropriate in the public interest 
and for’ the protection of investors, proposes hereby to 
adopt Rule 9b-1 as follows. 


Text of Proposed Rule 
Rule 9b-1 


Prohibition of Exchange Transactions in Options Except 
Pursuant to an Effective Plan 


(a) It shall be unlawful for a national securities ex- 
change, or for any member thereof, to effect any trans- 
action in an option, or to permit any transaction in an op- 
tion to be effected, by the use of the facilities of the ex- 
change, except in accordance with a plan regulating trans- 
actions in options on the exchange that is declared effec- 
tive by the Commission pursuant to this rule. 


(1)Before an exchange or a member may effect any 
transaction in options or permit any transaction in 
options to be effected by use of the facilities of the: 
exchange, the exchange shall propose and file with 
the Commission a plan regulating transactions in op- 
tions on the exchange. After appropriate notice and 
opportunity for interested persons to submit written 
data, views or arguments, the Commission shall de- 
clare the plan effective if it finds the plan to be 
necessary or appropriate in the public interest or for 
the protection of investors. 


(2)The Commission shall give prompt notice of any pro- 
posal filed by an exchange to alter, amend, supple- 
ment, or rescind a plan in effect pursuant to sub- 
paragraph (1) hereof, and the proposed change shall 
become effective upon the 30th day after notice has 
been given by the Commission, or upon such earlier 
date as the Commission may allow, unless the Com- 
mission shall disapprove the change in whole or in 
part as being inconsistent with the public interest 
or the protection of investors. Interested persons 
may submit to the Commission written date, views 
or arguments with respect to any proposed change 
either before or after it has become effective. 


(3)After appropriate notice and opportunity for sub- 
mission by interested persons of written date, views 
or arguments, the Commission may require that an 
exchange alter, amend, supplement, or rescind its 
plan in the manner and to the extent that the Com- 
mission finds to be necessary or appropriate in the 
public interest or for the protection of investors. 


(4) The Commission may take action under any pro- 
vision of this paragraph (a) without notice and 
opportunity for interested persons to submit written 
data, views or arguments when the Commission, for 
good cause, finds that notice and public procedure 


466/SEC DOCKET 





thereon are impractical, unnecessary, or contrary to 
the public interest; but in any such case, the Com- 
mission shall incorporate its findings and a brief 
statement of reasons therefore in a public announce- 

ment of the action taken. ' 


(b) Plans filed pursuant to this rule shall contain those 
provisions of the regulations, rules, by-laws, constitutional 
provisions and other requirements of the exchange that 
relate solely or significantly to transactions in options on 
the exchange, and shall include provisions relating to -- 


(1)effecting transactions in options on the exchange by 
members thereof for their own account and the ac- 
counts of customers; 


(2)the clearance or settlement of transactions in options; 


(3)the endorsement and guarantee of performance of 
options; 


(4)the reporting of transactions in options; and 


(5)the listing and delisting of, and the admission.to and 
removal of-trading privileges-on the-exchange for, 
options. 


(c) For purposes of this rule, the term “option” shall 
include any put or call, straddle or other option or privilege 
of buying or selling a security without being bound to do 
so, but shall not include any registered warrant, right or 
convertible security. 


copies of any plan or any alteration, amendment, supple- 
mentation, or rescission of any plan.-submitted to the Com- 
mission pursuant to this rule, and may incorporate by 
reference material on file with the Commission. 


(d) An exchange shall file with the Commission three 4 


All interested persons are invited to submit their views and 
comments on the proposed rule and CBOE’s plan. Written 
statements of views and comments should be addressed to 
Secretary, Securities and Exchange Commission, 500 

North Capitol Street, Washington, D. C. 20549 on or before 
October 19, 1973. Reference should be made to file 
number S7-473. All such comments will be available for 
public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1 See Commission Rel. No. 34-9930 ( January 9, 1973) 

entitled “Proposal to Adopt Rule 9b-1 Specifying Special 
Procedures in Connection with Exchange Rules Concern- 

ing Acts or Transactions in Options,” which also includes 

a description of the background leading to the proposal of } 
Rule 9b-1. 


2 In the Matter of the Application of the Chicago Board 
Options Exchange, Inc. for Registration as a National 
Securities Exchange, Securities Exchange Act Release No. 
34-9985 (February 1, 1973). 


3 Ibid. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 10398/September 20, 1973 


NOTICE OF ADOPTION OF AMENDMENTS TO RULE 
17a-5 AND FORM X-17A4-5 THEREUNDER TO PERMIT 
INDEPENDENT PUBLIC ACCOUNTANTS TO PERFORM 
CERTAIN PRELIMINARY AUDIT PROCEDURES AND 
AN INTERPRETATION OF THE TERM “MATERIAL 
INADEQUACY.” 


The Securities and Exchange Commission today announced 
the adoption of amendments to Rule 17a-5 and Form 
X-17A-5 thereunder to permit independent public ac- 
countants to perform audit procedures prior to the audit of 
financial statements of brokers or dealers. In announcing 
the adoption of these amendments, the Commission has alsc 
clarified in this release the responsibilities of accountants 
with respect to the reporting of material inadequacies dis- 
closed pursuant to his audit. 


On July 25, 1973 in Securities Exchange Act Release No. 
10297 the Commission proposed to amend Rule 17a-5.and 
Form X-17A-5 to permit the independent accountant 
greater flexibility in conducting his annual audit of a broker 
or dealer. A number of broker-dealers, who because they 
are public companies, are required to file reports annually 
on Form 10K under the Securities Exchange Act of 1934 
as well as Form X-17A-5 with the Commission would there- 
fore undergo two audits annually. The Commission has 
adopted these amendments to Rule 17a-5, Form X-17A-5, 
and the Audit Requirements thereof under the Securities 
Exchange Act of 1934 to eliminate duplicate costs and re- 
porting, and which we believe will lead to more effective 
audits and more uniform reporting of financial data by bro- 
kers and dealers. 


The Commission has carefully considered the comments 
received and a summary of the amendments follow. 


Summary of the Amendments 


The proposed amendment to Rule 17a-5 would require the 
member, broker or dealer to notify the Regional Office of 
the Commission for the region in which the firm has its 
principal place of business any time that preliminary audit 
work which requires the filing of Part III of Form X-17A-5 
is commenced and that forty-five (45) days thereafter the 
broker or dealer shall file the Answers to Part ||| of Form 
X-17A-5 with the appropriate regional office as required 
by subparagraph (a) (2) of Rule 17a-5. 


The proposal amends the audit requirements of Form 
X-17A-5 to permit the independent public accountant, at 
his option, to perform preliminary audit procedures with 
respect to his audit engagement. The amendment would 
not preclude the independent public accountant from per- 
forming an audit on a surprise basis, where appropriate, nor 
would the amendment limit the accountant in the scope of 
his preliminary procedures or preclude the accountant from 
performing those procedures again at the audit date where 
in his judgment it is necessary to do so. The amendment 
would require the independent public accountant if he per- 
formed any of the audit procedures prescribed in Items 2, 


3, 4, or 6(c) - (g), excluding Item 6(e) (v) of the Audit 
Requirements, to perform all such procedures as of the 
same date. Those procedures which would be required to 
be performed as of the same date would include the securi- 
ties count and comparison of that count with the under- 
lying books and records; verification of those items in 
transfer or transit; balancing of all positions in securities, 
spot and future commodities; and, confirming in writing 
customer accounts (including both money balances and 
securities positions), accounts with broker-dealers or others 
and details of fails, securities borrowed or loaned; and, bank 
loans. It should be noted, however, the scope of the over- 
all audit procedures would not be changed from the present 
requirements. 


The proposal has been revised to require that if the indepen- 
dent public accountant chooses to perform the procedures 
set forth above preliminary to the audit date those pro- 
cedures shall be performed not more than 190 days prior 

to the financial statement date. This change is intended to 
give the accountant greater flexibility in performing pre- 
liminary procedures when in his judgment such flexibility 

is desirable but would preclude preliminary work performed 
at a date too near the prior year audit. 


Form X-17A-5 is amended to require the member, broker 
or dealer to file 45 days after the date of the preliminary 
work Part Ill of Form X-17A-5 containing a report signed 
by the independent public accountant which; (1) describes 
the scope of the examination; (2) states that the statistical 
information required to be reported is fairly presented; (3) 
comments upon any material inadequacies found to exist 
in the accounting system, the internal accounting control 
and procedures for safeguarding securities; and (4) indicates 
any corrective action taken or proposed. The accountant’s 
report and any report of material inadequacies as well as 
Part II! shall be confidential. 1/ 


Part Ill requires the respondent member, broker or dealer 
to report securities differences both with and without re- 
lated money differences, commodity differences, un- 
reconciled items reflecting differences between money 
balances on requests for confirmations, including customers’ 
statements, and the appropriate general ledger control ac- 
counts as well as money differences reported in response 
to confirmation requests. In addition, the member, broker 
or dealer would be required to report data on aged fails, 
transfers and stock dividends. The statistical data sub- 
mitted by the respondent on Part II! would be required to 
be signed by him. 


Material Inadequacies 


The Audit Requirements of Form X-17A-5 as well as the 
proposed amendments to the Form provide that the inde- 
pendent public accountant shall, based upon his audit, 
comment upon any material inadequacies found to exist in: 
(a) the accounting system, (b) the internal accounting 
control, (c) the procedures for safeguarding securities, and 
(d) the practices and procedures employed in complying 
with Rule 17a-13 and in the resolution of securities differ- 
ences, 


The Commission has received inquiries as to what consti- 
tutes a material inadequacy reportable under the above 
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audit requirements. The determination of what constitutes 
a material inadequacy of necessity involves the application 
of judgment to specific factual circumstances and there- 
fore the term is not subject to any all-encompassing or self- 
limiting definition. In an effort to provide some guidance 
to both the securities industry and the independent public 
accountants who serve that industry, the Commission is 
setting forth its views in this regard. 


A material inadequacy in the controls referred to above 
which is expected to be reported includes any condition 
which has contributed substantially to or if appropriate 
corrective action is not taken, could reasonably be ex- 
pected to (a) inhibit a broker or dealer from promptly 
completing securities transactions or promptly discharging 
his responsibilities to customers, other broker-dealers or 
creditors; (b) result in material financial loss; (c) result in 
material misstatements of the broker or dealer's financial 
statements; or (d) result in violations of the Commission’s 
recordkeeping or financial responsibility rules or rules 
which the accountant is specifically required to review pur- 
suant to Rule 17a-5 and Form X-17A-5 thereunder. 


In this regard, it is the Commission’s view that both the 
public interest and the broker-dealer community are not 
properly served if weaknesses are considered material only 
after such inadequacies have resulted in substantial fi- 
nancial loss. Accordingly, it is incumbent upon the inde- 
pendent public accountant to report those inadequacies 
which in the exercise of his professional judgment could 
reasonably be expected to result in a substantial adverse 
impact if appropriate corrective action is not promptly 
taken, irrespective of the financial condition of the broker- 
dealer. 


The text of the amendments to Rule 17a-5 and Form 
X-17A-5 follows: 


Paragraph (a) (1) of Rule 17a-5 is amended to read as 
follows: 


(a) (1) Filing Reports. This rule shall apply to every 
member of a national securities exchange who transacts a 
business in securities directly with or for other than mem- 
bers of a national securities exchange, every broker or 
dealer (other than a member) who transacts a business, in 
securities through the medium of any member of a national 
securities exchange, and every broker or dealer registered 
pursuant to Section 15 of the Act. 


Every member, broker or dealer subject to this rule shall 

file reports of financial condition containing the informa- 
tion required by Form X-17A-5, as follows: (A) a report 
shall be filed as of a date within each calendar year, except 
that (i) the first such report of a member, broker or dealer 
(other than one succeeding to and continuing the business 
of another member, broker or dealer) shall be as of a date 
not less than 1 nor more than 5 months after the date on 
which such member, broker or dealer becomes subject to 
this rule ( in the case of a registered broker or dealer this 
shall be the date the registration becomes effective) and 

(ii) a member, broker or dealer succeeding to and continuing 
the business of another member, broker or dealer need not 
file a report as of a date in the calendar year in which the 
succession occurs if the predecessor member, broker or 
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dealer has filed a Form X-17A-5 report in compliance with 
this rule as of a date in such calendar year; (B) such reports 
shall be filed not more than sixty (60) days after the date of 
the report of financial condition; (C) reports for any 2 
consecutive years shall not be as of dates within 4 months 
of each other; and, (D) the member, broker or dealer shall 
on the date on which a preliminary audit examination com- 
mences, if the preliminary audit procedures performed re- 
quires a report on Part II! of Form X-17A-5, notify in 
writing the Regional Office of the Commission for the re- 
gion in which the member, broker or dealer has its prin- 
cipal place of business that such preliminary audit examina- 
tion has commenced and shall file as required by subpara- 
graph (a) (2), not later than 45 days thereafter, a duplicate 
original of Part Ill of Form X-17A-5, signed by an officer, 
partner or principal, with such Regional Office which shall 
be deemed confidential. 





The Audit Requirements of Form X-17A-5 are hereby 
amended by inserting a new paragraph after the first full 
paragraph and making a conforming amendment to the 
paragraph following the newly inserted paragraph of those 
requirements as follows: 


The audit shall be made in accordance with generally ac- 
cepted auditing standards and shall include a review of the 
accounting system, the internal accounting control and 
procedures for safeguarding securities including appropriate 
tests thereof for the period since the prior examination 
date. It shall include all procedures necessary under the 
circumstances to substantiate the assets and liabilities and 
securities and commodities positions as of the date of the 
response to the financial questionnaire and to permit the 
expression of an opinion by the independent public ac- 
countant as to the financial condition of the respondent 
at that date. Based upon such audit, the accountant shall 
comment upon any material inadequacies found to exist 
in: (a) the accounting system, (b) the internal account- 
ing control; (c) procedures for safeguarding securities; 
(d) the practices and procedures employed in complying 
with Rule 17a-13 and in the resolution of securities differ- 
ences; and (e) shall indicate any corrective action taken 
or proposed. 





The independent public accountant may perform audit 
procedures at any time which he may deem appropriate; 
however, if the procedures prescribed in Items 2, 3, 4 and 
6(c) - (g), excluding Item 6(e) (v), are performed at a date 
other than the audit date, then all such aforementioned 
procedures shall be performed as of the same date, which 
shall not be more than 190 days prior to the financial 
statement date. 


The scope of the audit shall include the following pro- 
cedures, but nothing herein shal! be construed as limiting 

the audit or permitting the omission of any additional audit 
procedures which an independent accountant would deem 
necessary under the circumstances. As part of his audit } 
the independent public accountant shall: 









ltem 6(g) of the audit requirements is hereby amended to 
read as follows: 
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(6) (g) Borrowings and accounts covered by “satisfactory 
subordination agreements” (The procedure to be performed 
at the preliminary audit date may be limited to obtaining 
written confirmation of borrowings of securities covered by 
subordination agreements and securities held as collateral to 
notes receivable related to subordinated borrowings. As of 
the audit date confirmation of both money balances and 
securities positions shall be obtained). 





Form X-17A-5 shall be amended by adding after Part || a 
new Part I! which shall be entitled Answers to Part I|1/ of 
Form X-17A-5 and shall read as follows: 


Answers to Part Il! of Form X-17A-5 


(a) The member, broker or dealer shall submit an account. 
ants report which (1) describes the scope of the examina- 
tion, (2) states the accountants opinion that Part III pre- 
sents fairly the statistical information required to be re- 
ported and (3) comments upon any material inadequacies 
found to exist based upon the scope of his preliminary 
examination in (A) the accounting system, (B) the internal 
accounting control, (C) procedures for safeguarding securi- 
ties, and (D) indicating any corrective action taken or pro- 
posed. 


(b) The following questions shall be answered by the 
respondent. 


1. Securities (Note2) No, of Items Money Balances Market Value 


Debit Credit _LongShort 





{Note 1) (Note 1)_ 

(a) Securities differences with- 
out differences in related money 
balances: 
(i) long 
(ii) short 
(b) Securities differences with 
differences in related money 
balances: 
(i) long vaiue 

and related 

money balances 
(ii) Short value and 

related money 

balances 
2. Commodities Ng, of Money Balances Market Value 

(Notes 2&3) Items Debit Credit Long Short 
{Note 1)_ {Note 1)_ 


(a) Number and amount of 
unresolved reconciling 
money items: 

(i) Debit 

(ii) Credit 


(b) Number and market value 

of unresolved future contract 
differences after comparison 

and balancing with proprietary and 
customers’ positions: 

(i) Long 

(ii) Short 


3. Money Balances 


(a) Unreconciled items 
reflecting differences 
between the appropriate 
general ledger control 
accounts and money 
balances on requests for 
confirmations, including 
customers’ statements: 
(i) Debit 

(ii) Credit 


(b) Number and amount of 
money differences reported 
in response to confirmation 


requests: 

(i) Debit 

(ii) Credit 

4. Aged item No_of Money Balances Market Value 
as of the date Items Debit Credit Long Short 

of the fail con- Note 1 (Note 1) 


firmations: 


(a) Number of items, 
ledger debit balances 
and long security valuations 
of fails to 
deliver: 
(i) 40 to 49 days 
old 
(ii) 50 to 59 days 
old 
(iii)60 days or 
more 


(b) Number of items, 
ledger credit balances and 
short security valuation 
of fails to receive over 

30 days old 


(c) Number of items and 
market value of transfer 
positions over 40 days old 
which had not been con- 
firmed in writing within 
such 40 day period by the 
transfer agent. 


(d) Number of items and 
market value of stock 
dividends and similar 
distributions receivable out- 
standing more than 30 
days after payable date. 


Notes: 


(1) The terms long and short as used in reporting securi- 
ties and commodity differences shall reflect the differences 
on the securities or commodities records of the respondent. 
The terms debit and credit as used in reporting money differ- 
ences shall reflect potential losses to the respondent or li- 
abilities of the respondent to unknown parties, respectively. 


(2) The amounts reported under securities, commodities 
and money balances shall be those items which have not 


been satisfactorily resolved as of the date of this report and 
with respect to security differences shall include, but not 
necessarily be limited to, the following: 
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(a) Securities count differences; 

(b) Differences between the positions reflected in the 
requests for confirmation, including customers’ accounts, 
and the securities record; 

(c) Differences reported iin responses to requests for 
confirmation, except that immaterial ditferences reported 
in responses to confirmation of customers’ accounts may be 
excluded; 

(d)Differences between securities positions as reflected 
in the trading and investment accounts of the respondent 
and the securities record; 

(e) Any securities positions which were reflected on the 
securities record at the preliminary examination date which 
were not susceptible to either count or confirmation (but 
shall not include dividends payable). 


(3) Differences reported under commodities shall include 
commodities cleared on an exchange and commodities 
cleared through another member, broker or dealer. 


Statutory Basis 


These amendments are hereby adopted under the Securi- 
ties Exchange Act of 1934, particularly Sections 15(c) (3), 
17(a), 10(b) and 23(a) thereof and are effective immediate- 
ly. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1 The Commission has examined the question of whether 
reports submitted on Part Ill of Form X-17A-5 should be 
treated as confidential and the Commission is satisfied that 
it may and should treat such reports as confidential. 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 10399/September 19, 1973 


Admin. Proc. File No. 3-4227 
In the Matter of 


ARTHUR GORE 
Highland Park, Illinois 


JAMES MURPHY 
Chicago, Illinois 


FRANK OGIELA 
Las Vegas, Nevada 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


In these remedial proceedings pursuant to the Securities 
Exchange Act offers of settlement have been submitted by 


470/SEC DOCKET 











Arthur Gore, James Murphy and Frank Ogiela. Solely for 
the purpose of these proceedings and any other proceed- 
ings pursuant to specified provisions of the Exchange Act, 

the Investment Advisers Act, the Investment Company Act 

and the Securities Investor Protection Act, and without : 
admitting or denying the charges in the order for proceed- 

ings, respondents consented to findings of misconduct as 
alleged against them in that order, and to a 20-day suspen- 

sion from association with a registered broker-dealer, in- 
vestment adviser or investment company. 





Upon the recommendation of its staff, the Commission 
determined to accept the offers of settlement. On the 
basis of the order for proceedings and the offers of settle- 
ment, it is found that during the period from about Jan- 
uary 1, 1971 to March 22, 1973, Gore, Murphy and Ogiela 
willfully violated Sections 5(a) and 5(c) of the Securities 
Act, in that they offered, sold and delivered the common 
stock of Contemporary Environments, Inc., as to which no 
registration statement under that Act had been filed or was 
in effect. 1/ 


In view of the foregoing it is appropriate in the public in- 
terest to impose the sanctions specified in the offers of 
settlement. 


Accordingly, 1T IS ORDERED that commencing with the 
opening of business on October 1, 1973, Arthur Gore, 
James Murphy and Frank Ogiela be, and they hereby are, 
suspended from being associated with a registered broker- 
dealer, investment adviser or investment company for a 
period of twenty days. 


For the Commission, by the Office of Opinions and Re- 
view, pursuant to delegaied authority. 


George A. Fitzsimmons 
Secretary 


1 The findings herein are binding only upon the above- 
captioned respondents. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10400/September 19, 1973 


The Securities and Exchange Commission announced pur- 
suant to Section 15(c) (5) of the Securities Exchange Act 
of 1934 ("Exchange Act”) the temporary suspension of 
over-the-counter trading for a ten-day period commencing 
at 2:30 p.m. (EDT) on September 19, 1973, and termina- 
ting at midnight (EDT) on September 28, 1973 of the 
securities of the following issuers which have failed to file 
with the Commission the indicated reports: 


ABERLE INDUSTRIES, INC., located in Croydon, Penn- 
sylvania (10-K Annual Report for 1972 and 10-Q Quarter-  } 
ly Reports for the last quarter of 1972 and the first two 
quarters of 1973); 

APPLIED FLUIDICS, INC., located in Westbury, New 
York (10-Q Quarterly Reports for 1972 and the first 
quarter of 1973); and 

FLUID POWER PUMP COMPANY, located in Albuquerque, 
New Mexico (10-K Annual Report for 1972 and 10-0 
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Quarterly Reports for 1973). 


The Commission initiated the subject suspensions because 
the subject issuers failed to comply with the reporting pro- 
visions of the Exchange Act resulting in the lack of current 
and accurate information available to the public. 


The Commission cautions broker-dealers, shareholders, and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the fact 
that, pursuant to Rule 15c2-11 under the Exchange Act, at 
the termination of the trading suspension no quotation may 
be entered unless and until they have strictly complied with 
all of the provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has complied with 
said rule, he should not enter any quotation but immediate- 
ly contact the staff of the Division of Enforcement in Wash- 
ington, D. C. If any broker or dealer is uncertain as to what 
is required by Rule 15c2-11, he should refrain from enter- 
ing quotations relating to the securities in question until 
such time as he has familiarized himself with said rule and 

is certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in violation 
of said rule, the Commission will consider the need for 
prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10401/September 20, 1973 


The Securities and Exchange Commission initiated the 
temporary suspension of over-the-counter trading in the 
securities of Vanderbilt Gold Corporation, a California 
corporation located in Santa Monica, California, for a ten- 
day period commencing at 11:45 a.m. (EDT) on September 
20, 1973 and continuing through September 29, 1973. 


The suspension was initiated because of questions raised as 
to the accuracy and adequacy of information which has 
been disseminated to members of the public concerning 
Vanderbilt’s present and proposed operations, the estimated 
earnings per share for 1974 and 1975, the success of pre- 
vious mining operations on the company’s properties, the 
reserve potential of gold bearing material on the company’s 
properties, anticipated monthly production, earnings esti- 
mates, net profits before and after taxes, and the company’s 
proven and probable ore reserves. 


Vanderbilt filed a Form S-3 registration statement with the 
Commission on March 31, 1972. Amendment No. 3 to 
Form S-3 filed with the Commission on August 24, 1973, 
covering a proposed offering of 350,000 shares of common 
stock, discloses that the securities involve a high degree of 
risk, and that: 


1. Vanderbilt, its subsidiaries and predecessors have ex- 
pended $2,756,000 on its properties and that these 
activities have not established the existence of a com- 
mercially mineable ore body; 


2. Vanderbilt intends to continue exploration at the 


Vanderbilt property and search for commercially mine- 
able gold-ore bodies; 


3. Vanderbilt has no operating history; 
4. Any investment in Vanderbilt may be lost; 


5. As of June 30, 1973, current liabilities of Vanderbilt 
amounted to $191,835 as compared to current assets of 
$20,255; 


6. One year from the completion of the proposed offering, 
approximately 572,405 shares held by officers, directors 
and principal security holders of Vanderbilt will be eli- 
gible for sale on the open market pursuant to Rule 144; 


7. Since the late 1880s substantial mining efforts or ex- 
ploratory work had been conducted on Vanderbilt's pro- 
perties by others who relinquished their rights to ac- 
quire such properties or interests therein; 


8. Further financing may well be required; 


9. The California Commissioner of Corporations issued an 
Order suspending all over-the-counter trading in Cali- 
fornia in Vanderbilt’s common stock on February 10, 
1973; 


10.Even assuming a commercially mineable ore body is dis- 
covered, no assurance could be given that a smelter out- 
let for marketing would be available; 


11.Vanderbilt has never paid dividends and does not expect 
to pay dividends in the foreseeable future; and 


12.The public investor under the registration statement will 
experience an immediate dilution of 71 cents per share. 


The registration statement has not been declared effective. 
The Commission has not passed upon the accuracy. or 
adequacy of. the information declared therein. 


The Commission cautions broker-dealers, shareholders and 
Prospective purchasers that when the suspension is termin- 
ated they should consider carefully the foregoing informa- 
tion along with all other currently available information 

and any information subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no quota- 
tion may be entered unless and until they have strictly com- 
plied with all of the provisions of said rule. If any broker 
or dealer has any questions as to whether or not he has com- 
plied with said rule, he should not enter any quotation but 
immediately contact the staff of the Division of Enforce- 
ment in Washington; D. C. If any broker or dealer is un- 
certain as to what is required by Rule 15c2-11, he should 
refrain from entering quotations relating to the securities in 
question until such time as he has familiarized himself with 
said rule and is certain that all of its provisions have been 
met. If any broker or dealer enters any quotation which is 
in violation of said rule, the Commission will consider the 
need for prompt enforcement action. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18097/September 17, 1973 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New York, New York 


SYSTEM FUELS, INC. 
New Orleans, La. 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Ark. 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, La. 


MISSISSIPPI POWER & LIGHT COMPANY 
Jackson, Miss. 


NEW ORLEANS PUBLIC SERVICE INC. 
New Orleans, La. 


(70-5259) 


ORDER AUTHORIZING POST-EFFECTIVE AMEND- 
MENT TO LINE OF CREDIT BETWEEN BANK AND 
NON-UTILITY SUBSIDIARY COMPANY TO FINANCE 
FUEL PROCUREMENT FOR OWNER ASSOCIATE 
UTILITY COMPANIES 


Middle South Utilities, Inc. (“MSU”), a registered holding 
company, its public utility subsidiary companies, Arkansas 
Power & Light Company ("Arkansas”), Louisiana Power & 
Light Company (“Louisiana”), Mississippi Power & Light 
Company ("Mississippi”) and New Orleans Public Service 
Inc. (“NOPSI") (collectively referred to as "Operating 
Companies”), and System Fuels, Inc. (“SFI”), a joint non- 
utility subsidiary company of Operating Companies, have 
filed with this Commission a post-effective amendment to 
the declaration in this proceeding pursuant to Sections 6(a), 
(7), 12(b) and 12(f) of the Public Utility Holding Company 
Act of 1935 ("Act”) and Rules 45 and 50(a) (2) pro- 


mulgated thereunder regarding the following proposed trans- 


actions. 


The Commission has heretofore by order authorized SFI 
to issue and sell its unsecured promissory notes (“Notes”), 
in an aggregate amount not exceeding $12,000,000 out- 
standing at any one time, to The Hibernia National Bank in 
New Orleans (“Hibernia”) from time to time for a period of 
two years from the date of an agreement ("Loan Agree- 
ment”) among Hibernia, SF!l, Operating Companies and 
MSU. Under the Loan Agreement, nine banks ("Participa- 
ting Banks”) are participating to the extent of 80% of 
borrowings made. (See Holding Company Act Release No. 
17797, dated December 8, 1972). 


By mutual agreement, the parties to the Loan Agreement 
now propose to amend said Loan Agreement to effect an 
increase in the amount of borrowings by SFI under the 
line of credit with Hibernia from $12,000,000 to 
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$25,090,000 at any one time outstanding. The same 
Participating Banks specified in the aforesaid declaration, as 
amended, will continue to participate in the increased 
borrowings by SFI from Hibernia and the percentage of 
their participation in the increased borrowings at any one 
time will be increased from 80% to 86.1% up to a maximum 
of $21,590,000. The participation of each Participating 
Bank in the maximum borrowings under the Loan Agree- 
ment will be as follows: 


Participation in Total 


$25,090,000 Borrowing 

Participating Bank Per Cent Amount 
Whitney National 
Bank of New Orleans 31.9 $ 8,000,000 
First National Bank 
of Commerce 
New Orleans 15.9 4,000,000 
National American Bank 
of New Orleans 7.4 1,850,000 
Deposit Guaranty National 
Bank, Jackson Mississippi 4.8 1,200,000 
First National Bank of 
Jackson, Mississippi 4.8 1,200,000 
First National Bank in 
Little Rock, Arkansas 6.0 1,500,000 
Commercial National 
Bank, Little Rock, 
Arkansas 2.4 600,000 
Simmons First National 
Bank of Pine Bluff, 
Arkansas 11.9 3,000,000 
Mississippi Bank and 
Trust Company, Jackson, 
Mississippi 1.0 240,000 

86.1% $21,590,000 








Hibernia’s participation in the total borrowings will be the 
balance of 13.9%, or up to a maximum of $3,500,000. 

All other terms and conditions of the Loan Agreement and 
Participation Agreement are to remain unchanged. 


As of July 31, 1973, SF! had made borrowings from Hi- 
bernia under the line of credit in the aggregate principal 
sum of $12,000,000, the proceeds of which were applied 
by SFI toward the purchase of oil for-use as fuel by Arkan- 
sas, Louisiana, Mississippi, NOPSI, and Arkansas-Missouri 
Power Company. The declarants state that as a result of 
curtailments of natural gas deliveries it is necessary to 
increase the supply of oil as an alternative fuel. Therefore, 
SFI proposes to use the proceeds from the herein requested 
additional borrowings to finance a larger fuel oil inventory 
presently estimated to range from 5,000,000 to 9,000,000 
bbls. 
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Pursuant to an order of the Commission, dated December 
17, 1971, SFI may borrow from Operating Companies, 
from time to time through 1973, an aggregate amount not 
to exceed $30,000,000 outstanding at any one time, for 
terms of not more than ten years. SFI has represented it 
will at all times, unless the Commission shall otherwise 
expressly authorize, maintain the aggregate of its capital 
stock, surplus, and principal amount of its indebtedness to 
Operating Companies, at an amount equal to at least 35% of 
SFI’s total capitalization. 


It is stated that no State commission and no Federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transactions. 


Due notice of the filing of said declaration, as amended by 
said post-effective amendment, has been given in the manner 
prescribed in Rule 23 promulgated under the Act (Holding 
Company Act Release No. 18063), and no hearing has been 
requested of or ordered by the Commission. Upon the 

basis of the facts in the record, it is hereby found that the 
applicable standards of the Act and the rules thereunder 

are satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the inter- 
est of investors and consumers that said declaration, as 
amended by said post-effective amendment, be permitted to 
become effective: 


iT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as 
amended by said post-effective amendment, be, and it here- 
by is, permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 promulgated 
under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18098/September 17, 1973 


In the Matter of 


MISSISSIPPI POWER COMPANY 
2992 West Beach 

Gulfport, Mississippi 39501 
(70-5389) 


NOTICE OF PROPOSED AGREEMENT WITH STATE 
AUTHORITY FOR CONSTRUCTION OF POLLUTION 
CONTROL FACILITIES FINANCED BY SALE OF 
REVENUE BONDS 


NOTICE IS HEREBY GIVEN that Mississippi Power Com- 
pany (“Mississippi”), an electric utility subsidiary company 
of The Southern Company, a registered holding company, 
has filed a declaration with this Commission designating 
Sections 6(a) and 7 of the Public Utility Holding Company 
Act of 1935 (“Act”) and Rule 50(a) (4) promulgated there- 
under as applicable to the proposed transactions. All inter- 


ested persons are referred to the declaration, which is sum- 
marized below, for a complete statement of the proposed 
transactions. 


Mississippi is engaged in building a steam electric generating 
plant (“Plant”) on or near the Pascagoula River in Jackson 
County, Mississippi. The Plant will initially consist of two 
500 megawatt steam generating units which will require a 
significant supply of water for cooling and other purposes. 
Current thermal water pollution control requirements of 
the Mississippi Air and Water Pollution Control Com- 
mission prescribe maximum temperature limits for cooling 
water effluent, and would prohibit discharge into the Pas- 
cagoula River or any natural waterway of cooling water 
used in the Plant on a “once through” basis. In order to 
comply with the thermal discharge criteria, Mississippi has 
entered into a "Water Pollution Control Agreement”, dated 
April 5, 1973, and an amendment thereto, dated August 
28, 1973 ("Agreement”), with the Jackson County Port 
Authority, an agency of the State of Mississippi, and the 
Board of Supervisors of Jackson County, Mississippi (here- 
in collectively called the “County”). 


Pursuant to the Agreement it is proposed, among other 
things, that the County will construct, operate and main- 
tain thermal water pollution control facilities and a system 
(herein collectively referred to as the “Facilities”) for the 
supply to Mississippi of cooling water for said units of the 
generating plant. 


The total cost of these Facilities is estimated at approxi- 
mately $17,250,000, which is to be financed from the 
proceeds of the issuance and sale by the County of its 
Water Pollution Control Revenue Bonds (“Bonds”), in an 
aggregate principal amount not exceeding $17,250,000. 
The Bond proceeds will be initially deposited with a trus- 
tee (“Trustee”) designated by the County in a resolution 
authorizing and creating the Bonds (the form of which will 
be filed by amendment); and may be withdrawn as needed 
for construction of the Facilities and the expenses of is- 
suance. 


The duration of the primary term of the Agreement (which 
will correspond to the term of the Bonds) will be supplied 
herein by amendment. During said primary term Mississippi 
will be obligated to pay monthly for water service rendered 
by the County in amounts sufficient (i) to pay the County’s 
operating and maintenance costs of the Facilities, (ii) for 
the payment of principal and interest on the Bonds and 
the fees and expenses of the Trustee, (iii) to establish a 
reserve fund not to exceed $500,000 for maintenance, 
operation and repairs, and (iv) to provide a margin to the 
County in an amount equal to 3% of the County’s opera- 
tion and maintenance costs. The Agreement provides that 
under certain circumstances the County may provide ser- 
vice to third parties from the Facilities and that in any such 
event provision is made for reimbursement to Mississippi of 
a fair allocated portion of the amounts under (i) and (ii) 
above. The Agreement provides for up to two five-year re- 
newal terms, each at Mississippi’s option, and for payment 
during such terms of the County’s operation and mainten- 
ance costs, plus 3% thereof as a margin and a reserve fund 
to be agreed upon. 


It is stated that the Bonds will not constitute general obli- 
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gations of the County, but will be revenue bonds, the 
principal of and interest on which will be payable solely 
out of funds paid by Mississippi pursuant to the Agreement. 
The Agreement may be pledged by the County as security 
for the payment of the Bonds; in addition, payment of 
Principal and interest on the Bonds will be guaranteed by 
Mississippi under terms of a Guaranty Agreement among 
Mississippi, the County, and the Pascagoula - Moss Point 
Bank of Pascagoula, Mississippi, as trustee. 


It is contemplated that, in accordance with its usual practice 
the County will sell the Bonds at competitive bidding, and 

in this connection the County has engaged the services of 
Smith, Barney & Co. Incorporated, investment bankers as 

its financial advisor. In accordance with the laws of the 
State of Mississippi, the interest rate or rates to be borne 

by the Bonds will be fixed by the Board of Supervisors of 
the County. While Mississippi will not be party to the under- 
writing arrangements for the Bonds, the Agreement pro- 
vides that terms of the offering shall be satisfactory to 
Mississippi. It is stated that the Internal Revenue Service 

has ruled that interest on the Bonds will be exempt from 
Federal income taxation. Mississippi has been advised that 
the annual interest rates on obligations, interest on which is 
so tax exempt, historically have been, and can be expected 
at the time of the issue of the Bonds to be, 1-1/2% to 
2-1/2% lower than the rates on obligations of like tenor and 
comparable quality, interest on which is fully subject to 
Federal income taxation. 


Mississippi expects the proposed transactions to be con- 
summated prior to December 31, 1973. For accounting 
and financial reporting purposes the proposed transactions 
will be capitalized by Mississippi. 


It is stated that none of the proposed transactions are sub- 
ject to the jurisdiction of any State commission or any 
Federal commission other than this Commission. A state- 
ment of the fees and expenses to be incurred in connection 
with the proposed transactions will be filed by amendment. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than October 11, 1973, request in writing 
that a hearing he held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said declaration which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such re- 
quest should be addressed: Secretary, Securities and Ex- 
change Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail (air 
mail if the person being served is located more than 500 
miles from the point of mailing) upon the declarant at the 
above-stated address, and proof of service (by affidavit or, 
in case of an attorney-at-law, by certificate) should be 
filed with the request. At any time after said date, the 
declaration, as filed or as it may be amended, may be per- 
mitted to become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from its rules as 
provided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive notice of further developments in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
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ponements thereof. 





For the Commission, by the Division of Corporate Regula- £ 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 : 
Release No. 18099/September 18, 1973 | 


in the Matter of 


THE SOUTHERN COMPANY 
Atlanta, Georgia 


ALABAMA POWER COMPANY 
GULF POWER COMPANY 
GEORGIA POWER COMPANY 
MISSISSIPPI POWER COMPANY 
(70-5261) 


SUPPLEMENTAL ORDER AUTHORIZING ISSUE AND 
SALE OF NOTES TO BANKS AND TO DEALERS IN 
COMMERCIAL PAPER BY HOLDING COMPANY AND 

TWO SUBSIDIARY COMPANIES AND ARRANGE- 

MENTS OF SUPPLEMENTAL INTERIM LINES OF 

CREDIT IN CONNECTION THEREWITH 


The Southern Company (“Southern”), a registered hold- 
ing company, and two of its electric utility subsidiary 
companies, Alabama Power Company (“Alabama”) and 
Georgia Power Company ("Georgia”), have filed with 

this Commission further post-effective amendments to the 
application-declaration in this proceeding pursuant to 
Sections 6(a), 6(b), 7 and 12 of the Public Utility Holding 
Company Act of 1935 ("Act”) and Rules 45 and 50(a) (5) 
promulgated thereunder with respect to the following pro- 
posed transactions. 





By Orders dated December 26, 1972 and April 27, 1973 
(Holding Company Act Release Nos. 16824 and 17945, 
respectively) the Commission, among other things author- 
ized Southern, Georgia and Alabama to issue and sell un- 
secured notes to banks and/or commercial paper to dealers 
from time to time through March 31, 1974, up to an 
aggregate principal amount outstanding at any one time of 
$175,000,000, $300,000,000 and $130,000,000 for 
Southern, Georgia and Alabama, respectively. In connection 
therewith applicants-declarants had collectively made 
arrangements with a group of New York banks for lines of 
credit aggregating $140,000,000, solely to provide backup 
for their commercial paper obligations under the above 
authorizations. ' 


In said further post-effective amendments, it is stated that } 
in addition to these lines of credit for the collective use of 
the applicants-deciarants, Georgia has made arrangements 
with the following New York City banks for lines of back- 
up credit (“supplemental credits”) in the maximum amount 
indicated for each: 
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Irving Trust Company $20,000,000 
First National City Bank = 60,000,000 
Bankers Trust Company 55,000,000 
Chemical Bank 50,000,000 

$185,000,000 


No deposit balances are to be required in respect of the 
supplemental credits, but in lieu thereof each bank will 
charge a fee. The fee to be charged by each bank will vary 
and range from a minimum of .50 of 1% per annum to a 
maximum of 1% per annum. Two of the four banks will 
apply the fee rates to the total amount of their respective 
loan commitments whether or not any loans are outstanding 
thereunder; the other two banks will apply the fee rates only 
to the unused balance of their respective commitments. 


The interest rates to be charged on borrowings under the 
supplemental credits will be based on and will fluctuate 
with (a) in the case of one of the banks, 3/4 of 1% above 
the rate at which it could sell drafts of the company in the 
bankers’ acceptance market; (b) in the case of two of the 
banks, 120% of their prevailing respective prime rates; and 
(c) in the case of the other bank, its current rate for 90-day 
certificates of deposit, with certain adjustments. It is stated 
that under current money market rates, Georgia’s minimum 
cost of borrowing would be 11.00% per annum based upon 
(a) above, and its maximum cost would be 12.43% per 
annum based upon (c) above. Borrowings under the supple- 
mental credits may be made through March 31, 1974, and 
will be evidenced by promissory notes or, in the case of 

one of the banks, may be evidenced by bankers’ acceptances 
drawn on and accepted by the lending bank. It is requested 
that the use of bankers’ acceptances be excepted from the 
competitive bidding requirements of Rule 50. 


The above described supplemental credits may be cancelled 
by Georgia in whole or in part on three days notice. 


The terms and conditions of all other bank borrowings by 
the applicants-declarants (including Georgia) heretofore in 
this proceeding authorized will remain unchanged. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the transactions 
proposed in said post-effective amendments. Fees and ex- 
penses to be incurred in connection with said transactions 
are estimated at $1000, including counsel fee of $500. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and rules there- 
under are satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in the 
interest of investors and consumers that said application- 
declaration, as amended by said post-effective amendments, 
be granted and permitted to become effective. 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-decla- 
ration as amended by said post-effective amendments, be, 
and it hereby is, granted and permitted to become effective 


forthwith, subject to the terms and conditions of Rule 24 
promulgated under the Act, the certifications thereunder 
with respect to the proposed transactions to be filed on a 
quarterly basis. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18100/September 18, 1973 


In the Matter of 


OHIO POWER COMPANY 
Canton, Ohio 
(70-5350) 


SUPPLEMENTAL ORDER REGARDING ISSUE AND 
SALE OF NOTES TO BANKS 


Ohio Power Company (“Ohio”), an electric utility sub- 
sidiary company of American Electric Power Company, Inc., 
a registered holding company, has filed a post-effective 
amendment to its application in this proceeding pursuant 

to Section 6(b) of the Public Utility Holding Company Act 
of 1935 ("Act”) regarding the following proposed trans- 
actions. 


By order dated June 29, 1973 (Holding Company Act 
Release No. 18018), the Commission authorized Ohio, 
among other things, to issue and sell short-term notes to a 
group of 55 banks in an aggregate amount up to 
$28,985,000 outstanding at any one time. Ohio now pro- 
poses to issue its notes to banks to those on a revised list 
of 62 banks in an aggregate amount of $28,165,000. In 
all other respects the transactions remain unchanged. 


No state commission and no federal commission, other 
than this Commission, has jurisdiction over the proposec 
transactions. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and rules pro- 
mulgated thereunder are satisfied and that no adverse find- 
ings are necessary and that it is appropriate in the public 
interest and in the interest of investors and consumers that 
said application, as amended by said post-effective amend- 
ment, be granted: 


IT 1S ORDERED, pursuant to the applicable provisions 

of the Act and rules thereunder, that said application, as 
amended by said post-effective amendment, be, and it here- 
by is, granted, effective forthwith, subject to the terms and 
conditions prescribed in. Rule 24 promulgated under the 
Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18101/September 21, 1973 


In the Matter of 


THE CONNECTICUT GAS COMPANY 
THE CONNECTICUT LIGHT & POWER CO. 


Hartford, Connecticut 
(70-5378) 


ORDER AUTHORIZING ISSUE AND SALE OF LONG- 
TERM NOTES BY SUBSIDIARY GAS UTILITY COM- 
PANY AND ACQUISITION THEREOF BY PARENT 


The Connecticut Light and Power Company ("“CL&P”), an 
exempt holding company and an electric and gas utility 
subsidiary of Northeast Utilities ("Northeast”), a 
registered holding company, and The Connecticut Gas 
Company ("Connecticut Gas”), a wholly-owned gas 
utility subsidiary of CL&P, have filed a joint application- 
declaration and amendments thereto with this Com- 
mission pursuant to Sections 6, 7, 9, 10, 12(b) and 12(f) of 
the Public Utility Holding Company Act of 1935 ("Act”) 
and Rules 43, 45(b) (1) and 50(a) (3) promulgated there- 
under regarding the following proposed transactions. 


Connecticut Gas presently has outstanding demand notes 
aggregating $425,000 which were issued to and acquired 
by CL&P before Northeast became a registered holding 
company. In addition, $940,000 of long-term notes have 
been issued to and acquired by CL&P pursuant to orders of 
the Commission. Connecticut Gas presently has authority 
to issue and sell, and CL&P has authority to acquire, an 
additional $235,000 of long-term notes pursuant to order 
of the Commission (Holding Company Act Release No. 
17098). Connecticut Gas now proposes to issue and sell, 
and CL&P proposes to acquire, from time to time, up to an 
additional $500,000 of long-term notes (“Notes”) to meet 
its capital requirements. It is stated that the aggregate 
amount of all notes at any one time outstanding, including 
the outstanding demand and long-term notes and the 
$235,000 of authorized but unissued long-term notes and 
the Notes proposed to be issued hereunder, will at no time 
exceed $2,100,000. The funds derived from the issue and 
sale of the Notes will be applied towards the 1973 con- 
struction program of Connecticut Gas estimated to cost 
$446,000. 


The Notes will mature ten years from the date the first such 
Note is issued, will bear interest at a rate equal to the com- 
mercial bank prime rate for short-term loans in effect from 
time to time in Hartford, Connecticut (adjusted as of the 
date of announcement of any change in such rate) and may 
be repaid at any time without premium. 


CL&P and the Hartford Electric Company, an electric and 
gas utility subsidiary of Northeast, have announced their 
intention to dispose of all their gas properties. 1/ It is 
stated that as of May 7, 1973, the Companies commenced 
furnishing prospective purchasers with financial and oper- 
ating information relative to the proposed disposition of 


476/SEC DOCKET 








the gas properties. Upon completion of the information- 
gathering process by the prospective purchasers, the Com- 

panies expect to commence detailed negotiations with each 
of the prospective purchasers concerning specific proposals 
for the acquisition of all or a portion of the gas properties. ‘ 





The Connecticut Public Utilities Commission has approved 
the proposed transactions. No other State commission or 
Federal commission, other than this Commission, has 
jurisdiction over the proposed transactions. 


Due notice of the filing of said application-declaration as 
amended has been given in the manner prescribed in Rule 
23 promulgated under the Act (Holding Company Act 
Release No. 18068), and no hearing has been requested of 
or ordered by the Commission. Upon the basis of the facts 
in the record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that 
no adverse findings are necessary; and that it is appropriate 
in the public interest and in the interest of investors and 
consumers that said application-declaration, as amended, be 
granted and permitted to become effective: 


IT {S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-decla- 
ration, as amended, be, and it hereby is, granted and per- 
mitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under the 
Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 
George A. Fitzsimmons 
Secretary 
1 By order dated March 7, 1973 (Holding Company Act 
Release No. 17905), the Commission granted CL&P’s 
application for an exception from the competitive bidding 


requirements of Rule 50 with respect to its proposed sale 
of the outstanding securities of Connecticut Gas. 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 7993/September 18, 1973 


In the Matter of 


CNA ASSOCIATION MEMBERS FUND, INC. 
245 Park Avenue 

New York, New York 10017 

(811-2029) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLAR- 
ING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY. 


NOTICE IS HEREBY GIVEN that CNA Association 
Members Fund, Inc. ("Applicant”), an open-end, diversified 
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management investment company registered under the In- 
vestment Company Act of 1940 (the”Act”), has filed an 
application pursuant to Section 8(f) of the Act for an order 
of the Commission declaring that Applicant has ceased to be 
an investment company as defined in the Act. All interested 
persons are referred to the application on file with the Com- 
mission for a statement of the representations contained 
therein, which are summarized below. 


Applicant was organized as a Delaware corporation on Feb- 
ruary 13, 1970, and registered under the Act by filing a 
Form N-8A Notification of Registration on February 20, 
1970. 


Applicant represents that it never made a public offering of 
its shares, has no intention of making a public offering in 
the future, and at present has no shareholders. Applicant’s 
registration statement under the Securities Act of 1933 was 
withdrawn on August 2, 1973, by order of the Commission. 


Section 8(f) of the Act provides, in pertinent part, that when 
the Commission, upon application, finds that a registered 
investment company has ceased to be an investment com- 
pany, it shall so declare by order, and upon the effective- 
ness of such order the registration of such company shall 
cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than October 12, 1973 at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, 
of fact or law proposed to be controverted, or he may re- 
quest that he be notified if the Commission should order a 
hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon the Applicant at the address stated above. 
Proof of such service (by affidavit, or in case of an attorney- 
at-law, by certificate) shall be filed contemporaneously with 
the request. At any time after said date, as provided by 
Rule O-5 of the Rules and Regulations promulgated under 
the Act, an order disposing of the application herein may be 
issued by the Commission upon the basis of the informa- 
tion stated in said application, unless an order for a hearing 
upon said application shal! be issued upon request or upon 
the Commission’s own motion. Persons who request a hear- 
ing or advice as to whether a hearing is ordered will receive 
notice of further developments in this matter, including the 
date of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 7994/September 20, 1973 


In the Matter of 


MASSACHUSETTS MUTUAL LIFE INSURANCE 
COMPANY 


and 


MASSACHUSETTS MUTUAL VARIABLE ANNUITY 
FUND 2 

1295 State Street 

Springfield, Massachusetts 01111 

(812-3486) 


ORDER PURSUANT TO SECTION 6(c) EXEMPTING 
APPLICANTS FROM THE PROVISIONS OF SECTIONS 
22(c), 22(d), 26(a) and 27(c) (2) OF THE ACT AND 
RULE 22c-1 THEREUNDER 


Massachusetts Mutual Life Insurance Company (“Mass 
Mutual”) and Massachusetts Mutual Variable Annuity Fund 
2 (“Fund”) (herein collectively called “Applicants”) have 
filed an application pursuant to Section 6(c) of the In- 
vestment Company Act of 1940 ("Act”), for an order ex- 
empting Applicants from the provisions of Sections 22(c), 
22(d), 26(a) and 27{c) (2) of the Act and Rule 22c-1 pro- 
mulgated thereunder. 


On August 20, 1973, a notice (Investment Company Act 
Release No. 7948) was issued of the filing of said applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application might be issued upon the basis of the informa- 
tion stated therein unless a hearing should be ordered. No 
request for a hearing has been filed and the Commission has 
not ordered a hearing. 


The matter has been considered and it is found that the 
granting of the requested exemption is appropriate in the 
public interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the policy and 
provisions of the Act. 


IT iS ORDERED, pursuant to Section 6(c) of the Act, that 
the application for exemption from Section 22(c) and 22(d) 
of the Act and Rule 22c-1 thereunder be, and hereby is, 
granted, effective forthwith. 


IT 1S FURTHER ORDERED, pursuant to Section 6(c) of 
the Act, that the application for the aforementioned ex- 
emption from the provisions of Sections 26(a) and 27(c)(2) 
of the Act be, and it hereby is, granted, effective forthwith, 
subject to the following conditions to which Applicants 
have consented: 

(1) that the charges to variable annuity contract owners 
for administrative services shall not exceed such 
reasonable amounts as the Commission shall prescribe, 
jurisdiction being reserved for such purpose; and 

(2) that the payment of sums and charges out of the 
assets in the Fund shall not be deemed to be ex- 
empted from regulation by the Commission by 
reason of this order, provided that the Applicant's 
consent to this condition shall not be deemed to be 
a concession to the Commission of authority to 
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regulate the payment of sums and charges out of the 
assets in the Fund other than charges for administra- 
tive services, and Applicants reserve the right, in any 
proceeding before the Commission or in any suit or 
action in any court, to assert that the Commission has 
no authority to regulate the payment of such other 
sums and charges. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 7995/September 20, 1973 


In the Matter of 


NEW ISSUES FUND, INC. 

c/o Donald F. French, Esquire 
Valicenti, Leighton Reid & Pine 
70 Pine Street 

New York, New York 10005 
(811-2027) 


ORDER TERMINATING REGISTRATION PURSUANT 
TO SECTION 8(f) OF THE ACT 


On August 21, 1973, a notice was issued (Investment Com- 
pany Act Release No. 7949) stating that the Commission 
proposes, pursuant to Section 8(f) of the Investment Com- 
pany Act of 1940 ("Act”), to declare by order upon its own 
motion that New Issues Fund, Inc. ("Fund”) has ceased to 
be an investment company as defined in the Act. 


The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order terminating re- 
gistration might be issued upon the basis of the information 
stated therein unless a hearing should be ordered. No re- 
quest for a hearing has been filed and the Commission has 
not ordered a hearing. 


The matter having been considered, it is found that Fund 
has ceased to be an investment company. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 8(f) of the 
Act, that the registration of New Issues Fund, Inc. under the 
Act shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 7996/September 20, 1973 


In the Matter of 
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IDS LIFE VARIABLE ANNUITY FUND B 





and 
IDS LIFE INSURANCE COMPANY : 


IDS Tower 
Minneapolis, Minnesota 
(812-3509) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) FOR EXEMPTION FROM PROVISIONS OF SECTION 
22(d) OF THE ACT 


NOTICE IS HEREBY GIVEN that IDS Life Variable An- 
nuity Fund B ("Fund B”), and IDS Life Insurance Com- 
pany ("IDS Life”) (herein collectively referred to as 
“Applicants”), have filed an application pursuant to Section 
6(c) of the Investment Company Act of 1940 ("Act"), for 
an order exempting Applicants from the provisions of Sec- 
tion 22(d) of the Act to the extent described below. Fund 
B is an open-end diversified management investment com- 
pany registered under the Act. IDS Life established Fund 
B on June 10, 1968, under Minnesota Law as a separate ac- 
count through which it will set aside and invest payments 
accruing from the sale of tax deferred variable annuity 
contracts offered by IDS Life. All interested persons are 
referred to the application on file with the Commission for 
a statement of the representations contained therein, which 
are summarized below. 


Applicants state that they propose to offer a Group Variable 
Annuity Contract, containing combination features which 
would allow payments under the contract to be allocated 

to a variable account, or fixed account, or both, and which 
would provide transfer provisions between the two accounts 
and group experience rating credit provisions. 


In connection with the sale of the Group Variable Annuity 
Contract, charges are deducted from payments to pay sales 
and administrative expenses. Applicants state that the 
deduction for sales and administrative charges is 5 3/4% of 
the first $10,000 of payments received, 4% of the next 
$40,000 of payments,-and 2% of all payments in excess of 
$50,000. Applicants request exemption-from Section-22(d) 
of the Act to the extent necessary to permit-the following. 


1. Applicants request the elimination of charges for sales 
and administrative expenses when the-vaiues-under a 
Participant's. fixed account are transferred to a participant's 
variable account, both during the accumulation period and 
upon the commencement of the annuity pay-out period. 
Applicants state that the sales and administrative charges 
on payments allocated to the fixed account are identical to 
the sales and administrative charges which would have been 
paid had the participant initially allocated that amount to- 
ward the variable account. Applicants assert that since the } 
deduction from payments with respect to the fixed and 
variable accounts are identical, to require an investor to 
incur duplicate loading charges would be unjust and in- 
consistent with the protection of investors. Applicants 
state that the transfer of accumulated amounts from the 
fixed to the variable account will be limited to one trans- 
fer each year per participant. 
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2. Applicants request exemption to permit the usual de- 
creasing sales and administrative charges to apply regardless 
of whether prior payments under the contract were allocated 
to the variable account or the fixed account. Applicants 
state that in order to treat participants in a uniform and 
equitable manner, it is necessary to consider the sales and 
administrative charges deducted from payments allocated to 
the fixed account, which are identical to those made upon 
the payments to the variable account, as if they had been 
paid upon the purchase of variable annuities, since the con- 
tract provides for decreasing sales and administrative charges. 
The applicants represent, by way of example, that an 
investor under the group contract for whom annual pay- 
ments of $2,000 are being made, and who allocates $1,000 
to the variable account of the contract and $1,000 to the 
fixed account for each of the first five years, and who again 
allocates sixth-year payments equally between the variable 
and fixed accounts, should be required to pay only a 4% 
charge on such sixth-year payments, even though the amount 
theretofore allocated to the variable account is only $5,000. 


3. Applicants request exemption to permit the beneficiary 
of a participant to elect to have the proceeds payable upon 
the death of the participant, including those not derived 
from the separate account, applied to a variable annuity in 
lieu of a lump sum payment without deduction of a sales or 
administrative charge. Applicants represent that since in all 
cases a sales and administrative charge would have been paid 
by the participant, this exemption, if granted, would avoid 
any cumulating of sales charge. 


4. Applicants request an exemption to permit experience 
rating on a non-discriminatory basis under the group con- 
tract. IDS Life will annually determine the actual cost 
applicable to each group contract and compare this amount 
with the amount deducted for sales and administrative ex- 
penses. IDS Life in its sole discretion may allocate all, a 
portion, or none of any excess of deductions over costs as 
an experience rating credit. Application of the credit would 
be effected by (a) a reduction in the amount deducted from 
subsequent payments, or (b) by the crediting of a number 
of additional accumulation units or annuity units, as appli- 
cable, equal in value to the amount of credit due. Such 
additional units would be credited without the deductions 
imposed on contributions. 


Section 22(d) of the Act provides, in pertinent part, that no 
registered investment company shall sell any redeemable 
security issued by it to any person except at a current pub- 
lic offering price described in the prospectus. Because the 
above described securities may be sold at a load which 
varies from that described in the prospectus, the exemp- 
tions are requested. 


Section 6(c) of the Act provides that the Commission may, 
by order upon application, conditionally or unconditionally 
exempt any person from any provision of the Act or of any 
rule or regulation thereunder, if and to the extent that such 
exemption is necessary or appropriate in the public interest 
and consistent with the protection of investors and the pur- 
poses fairly intended by the policies and provisions of the 
Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than October 15, 1973, at 5:30 p.m., submit 


to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues of fact 
or iaw proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing there- 
on. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washington, 
D. C. 20549. A copy of such request shall be served person- 
ally or by mail (air-mail if the person being served is located 
more than 500 miles from the point of mailing) upon 
Applicants at the address set forth above. Proof of such 
service (by affidavit or in case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the re- 
quest. At any time after said date, as provided by Rule O-5 
of the Rules and Regulations under the Act, an order dis- 
posing of the application herein may be issued by the Com- 
mission upon the basis of the information stated in the 
application, unless an order for hearing upon the applica- 
tion shall be issued upon request or upon the Commission's 
own motion. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive notice of further 
developments in this matter including the date of hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No, 7997/September 20, 1973 


In the Matter of 


R. S. HERSHEY FUND, INC. 
875 North Michigan Avenue 
Chicago, Illinois 60611 
(811-1851) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
8(f) OF THE ACT FOR AN ORDER DECLARING THAT 
APPLICANT HAS CEASED TO BE AN INVESTMENT 
COMPANY 


NOTICE IS HEREBY GIVEN that R. S. Hershey Fund, 

Inc. (“Applicant”), a diversified, open-e:.d management in- 
vestment company registered under the Investment Com- 
pany Act of 1940 (the “Act”), has filed an application pur- 
suant to Section 8(f) of the Act for an order of the Com- 
mission declaring that Applicant has ceased to be an in- 
vestment company as defined in the Act. All interested 
persons are referred to the application on file with the Com- 
mission for a statement of the representations contained 
therein which are summarized below. 


On February 14, 1973, Applicant’s board of directors voted 
to submit a proposal for Applicant's dissolution to its share- 
holders, and, at a meeting held for that purpose on April 

5, 1973, such shareholders duly authorized the dissolution 
of Applicant and the distribution of its assets. Subsequent- 
ly, Applicant’s portfolio was liquidated, and its total net 
assets of $81,964.15 were distributed on a pro rata basis to 
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Applicant's shareholders as of June 1, 1973. 


Applicant states that it has no assets and no liabilities and 
that its corporate existence was terminated by virtue of the 
forfeiture of its corporate charter. For these reasons, 
Applicant requests that the Commission issue an order de- 
claring that Applicant has ceased to be an investment com- 
pany. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, upon application, finds that a 
registered investment company has ceased to be an invest- 
ment company, it shall so declare by order, and upon the 
taking effect of such order the registration of such company 
shall cease to be in effect. 


NOTICE IS HEREBY GIVEN that any interested person 
may, not later than October 15, 1973, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, 
of fact or law proposed to be controverted, or he may re- 
quest that he be notified if the Commission should order a 
hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicant at the address stated above. Proof 
of such service (by affidavit, or in case of attorney at law, 
by certificate) shall be filed contemporaneously with the 
request. At any time after said date, as provided by Rule 
O-5 of the Rules and Regulations promulgated under the 
Act, an order disposing of the application herein may be 
issued by the Commission upon the basis of the informa- 
tion stated in such application, unless an order for a hear- 
ing upon said application shall be issued upon request or 
upon the Commission’s own motion. Persons who request 
a hearing, or advice as to whether a hearing is ordered, will 
receive notice of further developments in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 7998/September 20, 1973 


In the Matter of 


NEUWIRTH FUND, INC. 

NEUWIRTH CENTURY FUND, INC. 

NEUWIRTH INCOME DEVELOPMENT CORPORATION 
NEUWIRTH FINANCIAL CORPORATION 


Middletown Bank Building 


Middletown, New Jersey 07748 
(812-3492) 
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ORDER PURSUANT TO SECTION 6(c) GRANTING 


EXEMPTION FROM SECTIONS 15(a) AND 15(c) OF THE 


ACT 


On August 28, 1973, a notice was issued (Investment Com- 
pany Act Release No. 7961) of an application filed pur- 
suant to Section 6(c) of the Investment Company Act of 
1940 (“Act”) by Neuwirth Fund, Inc. ("Neuwirth Fund”), 
Neuwirth Century Fund, Inc. (“Century”), Neuwirth In- 
come Development Corporation ("“NIDCO”) (collectively 
the “Funds”) and Neuwirth Management and Research 
Corporation (“NMRC”), investment adviser to Neuwirth 
Fund and Century, and Neuwirth Financial Corporation 
(“NFC”), investment adviser to NIDCO. The application 
requested an order of the Commission, in connection with 
the rendering of advisory services by NMRC to Neuwirth 
Fund and Century, and by NFC to NIDCO, (1) exempting 
applicants from Sections 15(a) and 15(c) of the Act during 
the period from July 28 to July 31, 1973, and (2) exempt- 
ing the applicants from Section 15(a) of the Act during the 
period from August 1 to October 31, 1973. 


The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the 
application might be issued upon the basis of the informa- 
tion stated therein unless a hearing should be ordered. No 
request for a hearing has been filed, and the Commission 
has not ordered a hearing. 


The matter having been considered, it is found that the 
granting of the requested exemptions is necessary or 
appropriate in the public interest and consistent with the 
protection of investors and the purposes fairly intended by 
the policy and provisions of the Act. 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that 
the application for exemption from Sections 15(a) and 
15(c) of the Act is hereby granted, effective forthwith, sub- 
ject to the condition that each of the Funds hold a special 
shareholder’s meeting on or before November 1, 1973, to 
ratify the performance of the advisory contracts by NMRC 
and NFC from July 28, 1973 to the date of such meeting. 


For the Commission, by the Division of Investment Manage- 


ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 7999/September 20, 1973 


In the Matter of 


RESIDEX CORPORATION 
Pennbrook Road, R. D. No. 1 
Far Hills, New Jersey 07931 
(812-3459) 


ORDER PURSUANT TO SECTION 3(b) (2) OF THE ACT 
DECLARING THAT COMPANY IS NOT AN INVEST- 
MENT COMPANY 
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On August 24, 1973, a notice was issued (Investment Com- 
pany Act Release No. 7954) of an application filed pur- 
suant to Section 3(b) (2) of the Investment Company Act 
of 1940 ("Act") for an order of the Commission finding and 
declaring that Residex Corporation is primarily engaged in 

a business or businesses other than that of investing, re- 
investing, owning, holding, or trading in securities. 


The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the 
application might be issued upon the basis of the informa- 
tion stated in the application unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered and it has been found that 
Applicant is primarily engaged in a business or businesses 
other than that of investing, reinvesting, owning, holding, 
or trading in securities directly and through controlled com- 
panies conducting similar types of businesses. Accordingly, 


IT IS ORDERED, pursuant to Section 3(b) (2) of the Act, 
effective forthwith, that Applicant is hereby declared to be 
primarily engaged in a business or businesses other than that 
of investing, reinvesting, owning, holding, or trading in 
securities either directly or (A) through majority-owned 
subsidiaries or (B) through controlled companies conduct- 
ing similar types of businesses. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8000/September 20, 1973 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 391/September 20, 1973 


NOTICE OF PROPOSAL TO AMEND RULE 3c-4 UNDER 
THE INVESTMENT COMPANY ACT OF 1940 AND RULE 
202-1 UNDER THE INVESTMENT ADVISERS ACT OF 
1940 TO CONDITION THE EXEMPTIONS AFFORDED 
BY THOSE RULES FOR INSURANCE COMPANY 
SEPARATE ACCOUNTS ISSUING VARIABLE LIFE 
INSURANCE CONTRACTS AND THEIR ADVISERS ON 
A DETERMINATION BY THE COMMISSION THAT 
APPLICABLE STATE LAWS OR REGULATIONS PRO- 
VIDE PROTECTIONS SUBSTANTIALLY EQUIVALENT 
TO RELEVANT PROTECTIONS AFFORDED BY THE 
INVESTMENT COMPANY ACT AND THE INVESTMENT 
ADVISERS ACT. (File No. 4-149) 


NOTICE IS HEREBY GIVEN that the Securities and Ex- 
change Commission has under consideration the adoption 
of amendments to Rule 3c-4 under the Investment Com- 
pany Act of 1940 and Rule 202-1 under the Investment 
Advisers Act of 1940 (hereinafter together referred to as 
the “Rules”). The proposed amendments are designed to 
condition further the exemptions afforded through the 
Rules to variable life insurance separate accounts and their 


advisers. The proposed amendments to the Rules would be 
adopted pursuant to the authority granted to the Com- 
mission in Sections 6(c) and 38(a) of the Investment Com- 
pany Act and in Sections 202(a) (11), 206A and 211(a) of 
the Investment Advisers Act. 


On January 31, 1973, 1/ in response to a petition for 
exemptive rules with respect to specified types of variable 
life insurance contracts from the federal securities laws, 
the Commission determined that: 


1. A public offering of variable life insurance contracts in 
the form proposed in the Petition would involve an offer- 
ing of securities required to be registered under the 
Securities Act. 


2. Persons selling such variable life contracts would generally 
be required to register as broker-dealers under the 
Securities Exchange Act. 


3. Acompany, including a separate account of an insurance 
company, primarily engaged in issuing and selling such 
variable life insurance contracts would be an investment 
company required to be registered under the Investment 
Company Act. 


4. An insurance company or other person rendering in- 
vestment advice to a separate account issuing and fund- 
ing such variable life insurance contracts would be re- 
quired to register as an investment adviser under the 
Investment Advisers Act. 


The Commission did not adopt proposed rules which would 
have exempted variable life insurance contracts having cer- 
tain specified characteristics from the registration require- 
ments of the Securities Act of 1933 and which would have 
exempted such contracts and persons selling them from 
certain provisions of the Securities Exchange Act of 1934. 
The Commission did adopt Rule 3c-4 under the Investment 
Company Act of 1940 and Rule 202-1 under the Invest- 
ment Advisers Act of 1940 to exempt from those statutes 
separate accounts used for the offer and sale of such con- 
tracts and advisers to such separate accounts. 


In connection with the adoption of Rule 3c-4 under the 
Investment Company Act, the Commission stated that 
while some of the protections of the Act would be relevant 
to variable life insurance, variable life insurance separate ac- 
counts should be exempted from the Act” [ i ] n deference 
. .. to the established Congressional policy of preserving 
state regulation of insurance.” Indeed, as a condition to 
such exemption, Rule 3c-4 requires in subparagraph (b) (4) 
that the “variable life insurance policy” issued by an exempt 
separate account: 


... in its entirety is a life insurance contract sub- 
ject to regulation under the insurance laws of 
any State in which such policy is offered, includ- 
ing all required approvals by the insurance com- 
missioner of such State. 


In determining to provide this exemption, the Commission 


recognized the difficulty of reconciling the Act with state 
regulation of insurance. Further, the Commission stated: 
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... application of the Investment Company Act 

to variable life insurance would create complex 
administrative problems, since substantial ex- 
emptions from the Act would be required in order 
to make the operation of a separate account to fund 
variable life insurance contracts feasible. 


Noting the active participation by the National Association 
of Insurance Commissioners ("N.A.1.C.’’) in the proceed- 
ing which led to adoption of the Rules, and emphasizing the 
need for the states to adopt regulations appropriate to the 
operation of variable life insurance separate accounts, the 
Commission also stated: 


Consistent with the representations made by the 
National Association of Insurance Commissioners, 
we expect the states to move expeditiously to 
develop, refine and adopt regulations with respect 
to variable life insurance. Further, we expect that 
such regulations will provide material protections to 
purchasers substantially equivalent to the relevant 
protections that would be available under the In- 
vestment Company Act. In particular, we believe 

it important that the regulations provide for the 
valuation of portfolio securities in a uniform manner; 
that they assure that contractholders be furnished 
annual statements containing information similar 

in nature to the information that would be provided 
by a registered investment company through annual 
reports and proxy statements; that they provide 
protection against unauthorized or improper changes 
in investment policies and against excessive manage- 
ment, administrative and sales charges; and that 
transactions with affiliates be restricted in a manner 
similar to Section 17 (15 U.S.C. 80a-17) of the 
Investment Company Act and the rules thereunder. 
The Commission will closely monitor the develop- 
ment of state law in this area to assure its adequacy 
in providing these protections and, if in the future 
it appears that substantial deficiencies exist and 

are not likely to be remedied, the Commission will 
then consider whether it is necessary or appropriate 
to modify or rescind Rule 3c-4. 


With respect to Rule 202-1 under the Investment Advisers 
Act, the Commission also noted its expectation that the 
states would provide adequate protection and its intention 
to monitor closely developments under state law. 


On August 2, 1973, 2/ the Commission noted that, 
because of the absence of legislation or regulation, variable 
life insurance contracts could not be approved in some 
states. The Commission stated that a Securities Act registra- 
tion statement with respect to variable life insurance would 
not be accepted for filing unless the variable life policy had 
been approved for sale in a state in which it is intended to 
be sold. 3/ A few states have already approved policies 

for sale and adopted enabling legislation. At the present 
time, eleven registration statements have been filed for con- 
tracts issued by variable life insurance separate accounts, 
although none has yet become effective. 4 / 


Since the adoption of the exemptive rules, some states have 
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taken steps to develop regulations applicable to variable 
life insurance contracts. The N.A.1I.C. Variable Annuities 
and Other Contracts (C4) Subcommittee, which was 
authorized to prepare regulations for adoption by the states, 
has met several times in this capacity. 5/ Although the 
Subcommittee has made commendable progress, we under- 
stand that a proposed draft of model regulations will not 

be submitted to the full N.A.I.C. for approval until Dec- 
ember of this year at the earliest. Assuming such approval, 
individual states might then adopt the proposal in whole or 
in part, or reject it and develop their own scheme of regula- 
tion. 


In light of these developments, the Commission is con- 
cerned that variable life insurance contracts, for which 
Securities Act registration statements have already been and 
may in the future be filed, might be sold to the public prior 
to the development of appropriate state regulation. After 
giving further consideration to the Rules and the comments 
received in the earlier comment period, we believe that 

this situation should be avoided. Accordingly, the Com- 
mission proposes that the exemptions afforded in Rules 
3c-4 and 202-1 be specifically conditioned upon a Com- 
mission determination that the state laws or regulations 
affecting the operations of such separate accounts provide 
investor protections substantially equivalent to the relevant 
protections of the Investment Company Act and the In- 
vestment Advisers Act. The Commission believes that this 
modified approach will assure investors that they will be 
protected against the possibility that variable life in- 
surance contracts will be sold prior to the time the states 
have adopted regulations consistent with the relevant pro- 
tections of these statutes. 


The proposed amendments are consistent with the con- 
clusions expressed in the Commission’s earlier release 
announcing the adoption of Rules 3c-4 and 202-1. As 
indicated by that release, it is the Commission’s view that 
insurance companies occupy an unusual, if not unique, 
position in relation to federal law. Their activities extend 
over many states, they play a substantial role in the 
national economy, and yet they have been regulated almost 
exclusively by the states. In its enactment of the McCarran- 
Ferguson Act 6/ and Section 12(g) (2) (G) of the Securi- 
ties Exchange Act, 7/ Congress has demonstrated a desire 
to preserve this long tradition of state regulation relating 

to insurance. The enactment of Section 12(g) (2) (G) is 
particularly pertinent to the instant situation because there, 
just as here, certain investor-related activities of insurance 
companies were exempted from the federal securities laws 
in favor of state regulation. The proposed amendments 
adhere to this Congressional policy of deference to state 
regulation of insurance. 


in our earlier release, we also referred to the difficulty of 
reconciling the Investment Company Act with state in- 
surance regulation and, in addition, noted that the policy 
of deferring to state regulation was buttressed here by the 
fact that application of the Act to variable life insurance 
would have created complex administrative problems 
because of the difficulties that would have been encountered 
in fashioning appropriate exemptions from the Act to make 
the operation of variable life insurance feasible. Although 
the Commission's experience in providing exemptions from 
the Act for variable annuities would have been of some aid 
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in fashioning exemptions here, variable life insurance would 
have presented exemptive problems different from those of 
variable annuities. 


A feature present in variable life insurance, but not in vari- 
able annuities, is the guaranteed minimum death benefit, 
which results in a different combination of investment and 
insurance elements than that found in variable annuities. 
Because of the different mix of these elements, and because 
of the obligations incurred by the insurance company under 
the death benefit provision, various exemptive approaches 
followed with respect to variable annuities would have had 
to be reconsidered to determine their feasibility and ap- 
propriateness in the case of variable life insurance. In 
instances where those approaches would have been found 
unacceptable for variable life insurance, new exemptive tech- 
niques would have had to be devised; and, as new forms of 
variable life insurance were developed, still further study 
and analysis would have been required and additional ex- 
emptive solutions would have had to be considered. This 
could have been particularly burdensome because of the 
anticipated greater activity with respect to variable life in- 
surance. While the proceeds in 1971 from the sale of vari- 
able annuities - a product which has been sold for about a 
decade - were less than 3% of the amount of life insurance 
premiums collected in 1971, it has been estimated that with- 
in ten years variable life insurance will account for 20-40% 
o7 all insurance sales. 8/ Accordingly, difficulties and 
problems would likely have occurred on a much broader 
scale in the case of variable life insurance than they have 

in the case of variable annuities. 


An example of the kind of exemptive problem which would 
have arisen in attempting to accommodate variable life in- 
surance to the Investment Company Act involves the re- 
deemability requirement in Section 27(c) (1) of the Act. 
With respect to the feasibility and appropriateness of re- 
deemability, variable life insurance involves complexities 
not present in either the pay-in or the pay-out periods of 
variable annuities, since variable life insurance provides a 
combination of a cash value benefit together with a death 
benefit which is many times greater than the premiums paid 
in the early years of the contract. Accordingly, although 
the Commission has adopted exemptive rules concerning 
redeemability with respect to variable annuities, 9/ the 
approach taken in those rules would not necessarily have 
been suitable for variable life insurance. 


Difficult exemptive problems would also have arisen with 
respect to sales charges. The report on variable life in- 
surance by our Division of Investment Management Regula- 
tion discusses the kinds of problems that occur in this area. 
10 / These problems probably would have made some form 
of exemptive action appropriate. Although we have adopted 
exemptive rules in this area for variable annuity separate 
accounts, the contracts issued by those accounts and the 
problems they present differ from the variable life in- 
surance contracts because of the death benefit: 


Still another area which could have raised difficult exemp- 
tive problems is the valuation of assets. Section 2(a) (41) of 
the Act prescribes the manner in which the assets of a 
separate account must be valued. A state insurance com- 
missioner, however, might exercise authority to value the 
assets of a separate account in a manner different from that 


provided in Section 2(a) (41). 


It would also have been difficult, for example, to apply cer- 
tain provisions of the Act relating to shareholder voting. If 
the assets of the variable life insurance separate account 
become inadequate to support the minimum death benefit, 
state insurance regulation might require the deficiency to 
be made up from the insurance company’s general account. 
Accordingly, there is a question whether an insurance com- 
pany would be willing to maintain a separate account for 
variable life insurance if, because of contractholder voting, 
the insurance company could not be certain it would con- 
tinue to supervise and manage the account's activities. 


The proposed modification to Rule 202-1, which exempts 
the investment adviser to the variable life insurance separate 
account from the Investment Advisers Act, is also consistent 
with the policy of deference to state regulation. Insofar as 
the Advisers Act applies to advisers to investment com- 
panies, it, just as the Investment Company Act, provides a 
regulatory structure relating to the operations and manage- 
ment of investment companies. The Investment Company 
Act and the Investment Advisers Act differ in this respect 
from the Securities Act and the Securities Exchange Act -- 
from which the Commission did not exempt variable life 
insurance--for these other statutes deal primarily with the 
securities distribution process. Under the proposed modifi- 
cation to the rule under the Advisers Act, once the appro- 
priate state laws or regulations exist, the relevant protections 
afforded by the regulatory structure of that Act with res- 
pect to those insurance companies which act as investment 
advisers to variable life separate accounts, would be ad- 
ministered by the states. 


The Commission hopes that the procedure contemplated 
by the proposed amendments will enable it to reach a single 
determination with respect to the adequacy of protections 
afforded by state insurance law. The model variable life 
insurance regulations now being developed by the N.A.I.C., 
if adequate, could form the basis of a Commission determin- 
ation pursuant to the amended Rules. As indicated in the 
proposed Rule amendments, the standard will not be 
whether a model law and regulations are identical to the 
relevant provisions of the Investment Company Act and the 
Investment Advisers Act, but whether they provide pro- 
tections substantially equivalent to those provisons. A 
model law and regulations would be desirable from a 
practical standpoint. Following a Commission determina- 
tion with respect to such law and regulations, the con- 
tracts could be sold in any state which adopts provisions 
identical to the model. It is contemplated that the Com- 
mission would initially reach such a determination with 
respect to a comprehensive regulatory system to be pro- 
posed by the N.A.i.C. containing minimum protections 
which could be adopted by all states in which variable life 
insurance contracts are sold. Of course, individual states 
would be free to adopt legislation or regulations which differ 
from those contained in the model. Under such circum- 
stances, the Commission would stand ready to consider 
applications or petitions filed by interested persons, setting 
forth information and reasons in support of a further Com- 
mission determination that such other law or regulations 
provide for protections substantially equivalent to the 
relevant protections of the Investment Company Act and 
the Investment Advisers Act. 
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As noted, paragraph (b) (4) of the present Rule 3c-4 pro- 
vides in part that a “variable life insurance policy” must be 
“subject to regulation under the insurance laws of any State 
in which such policy is offered.” The Commission hereby 
proposes to amend Rule 3c-4 to add a new paragraph (c), 
which would read as follows: 


(c) For the purpose of paragraph (b) (4) of this 
rule, “regulation under the insurance laws of any 
State” shall mean laws, rules or regulations which 
the Commission shall have determined, by rule or 
order, provide for investor protections substantially 
equivalent to those which are provided by the In- 
vestment Company Act of 1940, with respect to (1) 
the valuation of portfolio securities in a uniform 
manner; (2) the annual reporting to contractholders 
of information similar in nature to the information 
that would be provided by a registered investment 
company to its shareholders through annual reports 
and proxy statements; (3) prohibitions against 
unauthorized or improper changes in investment 
policies; (4) protection against excessive manage- 
ment fees, administrative fees and sales charges; 
and (5) protections similar to those afforded by 
Section 17 of the Act relating to transactions 

with affiliates. 


In addition to the enumerated provisions of the proposed 
amendment to Rule 3c-4, which are the areas of investor 
protection specifically discussed in our earlier release of 
January 31, 1973, the Commission is considering whether 
the Rule should require as a condition for exemption that 
applicable state law or regulations include provision for 
other areas of concern under the Investment Company Act, 
which would also be set forth in Rule 3c-4. Accordingly, 
the Commission particularly requests comment as to the 
appropriateness and relevance of requirements with respect 
to state law in other areas, including the following: (1) 
protection against unfair contract provisions with respect 
to redemption of contractholder interests; (2) protections 
relating to insider trading with respect to portfolio securities; 
(3) protections against improper lending of the separate ac- 
count’s assets to controlling persons or persons under 
common control with the separate account; (4) prohibitions 
against breaches of fiduciary duty involving personal mis- 
conduct and against larceny and embezzlement; (5) pro- 
vision for written advisory contracts; (6) prohibitions 
against persons serving as employees of such insurance com- 
Panies in connection with the operation of the separate ac- 
count who have been convicted of certain crimes or who 
have willfully violated the federal securities laws; (7) pro- 
vision for custodianship of cash and portfolio securities of 
the separate account and bonding of persons with access to 
such cash and securities; (8) provisions relating to the 
capacity of the separate account to invest in investment 
companies, insurance companies, broker-dealers, under- 
writers and investment advisers; (9) provision for inde- 
pendent review of the operations of the separate account, 
by a state insurance commissioner or otherwise, similar to 
that provided by directors of a registered investment com- 
pany; (10) provision for review of the financial statements 
of the separate account by independent certified public ac- 
countants; and (11) private rights of action with respect to 
such investor protection provisions for contractholders. 
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The Commission hereby proposes to amend Rule 202-1 of 
the Investment Advisers Act to read as follows (omission 
bracketed, new matter italicized): 


p 


The term “investment adviser,” in Section 202(a) 
(11) of the Act, shall not include an insurance 
company, or any affiliated company thereof as 
defined in Section 2(a) (2) of the Investment 
Company Act of 1940, to the extent that per- 
formance of advisory services is incidental to the 
conduct of the business of issuing any variable 

life insurance policy, as defined in Rule 3c-4 under 
the Investment Company Act of 1940, [ and of ] 
or of issuing any interest or participation in a 
separate account, as referred to in said Rule, issued 
in connection with such a policy, provided that the 
laws, rules or regulations of each State in which 
such policies or interests are offered shall provide 
investor protections which the Commission shall 
have determined, by rule or order, are substantially 
equivalent to relevant protections provided by the 
Investment Advisers Act. 


In addition, the Commission is considering whether Rule 
202-1 should require, as a condition for exemption, that 
applicable state law or regulations include provision for 
specified areas of concern which would be expressly set 
forth in Rule 202-1. Accordingly, the Commission also 
particularly requests comment as to the appropriateness 
and relevance of requirements with respect to state law in 
such areas under the Investment Advisers Act as the follow- 
ing: (1) prohibitions against persons who have committed 
certain crimes or violations of the federal securities laws 
from acting as investment advisers of variable life in- 
surance separate accounts or as associated persons of such 
advisers; (2) prohibitions against the payment of unfair or 
inequitable advisory fees; (3) provisions for adequate 
recordkeeping; (4) prohibitions against fraudulent and 
improper conduct; and (5) private rights of action with 
respect to such investor protection provisions for contract- 
holders. 





After consideration of all of the comments received on both 
Rule proposals, the Commission may include in the Rules, 
as amended, requirements in the listed areas of concern as 
well as other areas that may be suggested. 


All interested persons are invited to submit their written 
views and comments on the proposed Rule amendments to 
George A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549 on or before 5:30p.m. 
Tuesday, October 23, 1973. All communications in this 
regard should refer to File No. 4-149, and will be available 
for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 






1 Securities Act Release No. 5360, issued also as Investment 
Company Act Release No. 7644 and as Investment Advisers 
Act Release No. 359. 
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2 Securities Act Release No. 5413. 


3 As we stated in that release: 


t ... In the Commission’s view, Section 6(a) of the 


Securities Act generally contemplates that at 

the time of the filing of a registration statement 

the registrant must have a present intention to 
commence selling when the registration statement is 
ordered effective; and Section 5(b) of that Act 
contemplates that at the time of filing there must 
be a reasonable certainty that the securities being 
offered can be legally sold upon effectiveness. 

It is the Commission's opinion that such reason- 
able certainty does not exist if the absence of enabling 
legislation, regulations or the approval of a policy 
by state insurance authorities would prevent the 
sale of a policy in the jurisdiction in which it is 
intended to be sold. Accordingly, a registration 
statement covering the offer and sale of a policy 
which cannot be sold because of the above limita- 
tions will not be accepted for filing under the 
Securities Act. 


4 The first such registration. statement was filed on May 
25, 1973. 


5 A member of the staff of our Division of Investment 
Management Regulation has been designated to provide 
liaison between the Commission and the N.A.1.C. and has 
attended meetings of the Subcommittee with other staff 
members of that Division and our Division of Corporation 
Finance. 


6 15 U.S.C. 1011-1015. 


7 Section 12(g) (2) (G) (15 U.S.C. 78 1. (g) (2) (G), Public 
Law No. 88-467, 78 Stat. 565) grants exemption from the 
registration, reporting, proxy and insider trading require- 
ments of the Securities Exchange Act with respect to any 
security issued by an insurance company meeting specified 
conditions, including the conditions that such insurance 
company be subject to certain state regulation and, in part, 
that such regulation conform to that prescribed by the 
N.A.1.C. 


8 See Report of the Division of Investment Management 
Regulation, “Variable Life insurance and The Petition for 
the Issuance and Amendment of Exemptive Rules, ” 
January 1973 (“Division Report”), pp. 56-57. 

9 Rules 22e-1 and 27c-1. 


10 Division Report at pages 134-154. 
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See Investment Company Act Release No. 8000/September 
20, 1973 








LITIGATION 





Litigation Release No. 6060/September 17, 1973 
S. E. C. v. Prestige Finance Corp. Ltd., et al. 


The Securities and Exchange Commission announced today 
the filing of a civil complaint on September 14, 1973 in the 
U.S. District Court for the District of Maryland seeking to 
enjoin Prestige Finance Corp. Ltd. ("Prestige”) of Nassau, 
Bahamas; International Communication Corp. (“ICC”), a 
Cayman Island, West Indies corporation; Harold John 
Goodwin, Montreal, Canada; William John Eret Milton, 
London, England; Jack Leonard Baker, Suffolk, England; 
George Raymond Enslin, Montreal, Canada; and Stephen 
Grubb of Montreal, Canada from further violations of the 
registration and anti-fraud provisions of the Securities Act 
of 1933 ("Securities Act”) and the Securities Exchange Act 
of 1934 ("Exchange Act”). The complaint charges all 
defendants with violations of Section 5(a) 5(c) and 17(a) of 
the Securities Act and Section 10(b) of the Exchange Act 
and Rule 10b-5 thereunder. 


The complaint alleges that the defendants are presently 
offering to United States investors unregistered shares of 
the common stock of ICC through a nationwide mailing of 
prospectuses which contain numerous false and misleading 
statements and omissions of material facts with respect to 
the prospects of ICC and the value of the return from the 
common stock of ICC; the financial condition of ICC and 
Prestige; the existent or proposed business operations of 
ICC; the use of the proceeds of the offering of ICC stock; 
the promoters and officers of ICC and Prestige; the capital 
structure of ICC and the method utilized in the distribu- 
tion of such securities. 


The complaint also alleges that the defendants are pursuing 
practices and a course of business which would act as a 
fraud and deceit upon the purchasers and prospective 
purchasers of |CC common stock in that the defendants 
are solicitating the services of “Investment Counselors” 
(sales agents) through the lure of commissions of 15 to 20 
percent of the proceeds of the sales they are responsible 
for. In addition, the complaint alleges that the defendants, 
as a fraudulent inducement to such Investment Counselors, 
propose that commissions earned as a result of sales of 

ICC common stock will be undisclosed to the purchasers 
of said stock. 


The Commission’s complaint asks that all defendants be 
preliminarily and permanently enjoined from further 
violation of the aforementioned provisions and that the 
defendants submit to the court a schedule of all individuals 
to whom securities of |CC have been sold and provide an 
accounting of the use of all proceeds of such sales and 
further deposit all proceeds from such sales with the court 
for the benefit of United States investors. 
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Litigation Release No. 6061/September 17, 1973 


SEC v. HAFFENDEN-RIMAR INTERNATIONAL, INC., 
ET AL. (E.D.Va., ALEX. DIV.) 


William R. Schief, Administrator of the Washington Regional 
Office of the Securities and Exchange Commission, today 
announced that the Honorable Oren R. Lewis, United 

States District Judge for the Eastern District of Virginia, 
Alexandria Division, on September 10, 1973, issued an order 
permanently enjoining defendants Haffenden-Rimar In- 
ternational, Inc.; Rimar Scotch Whisky Trading Co.; Rimar 
Corporation; Carlos J, Ricketson; Richard W. Parrott; 
Stanley G. Price; and Frank T. Henshaw, all from Alex- 
andria, Virginia, from further violations of the registration 
and anti-fraud provisions of the Securities Act of 1933 and 
the anti-fraud provisions of the Securities Exchange Act of 
1934. 


The order was entered following a Memorandum Opinion 
issued by Judge Lewis in which he found that the offer and 
sale of unregistered warehouse receipts by the defendants 
constituted the offer and sale of securities in the form of 
investment contracts in violation of the registration pro- 
visions of the federal securities laws. The Court in the 
opinion also found violations of the anti-fraud provisions 
by the named defendants. 


For further information, see Litigation Release Nos. 6022 
and 5791. 





Litigation Release No. 6062/September 18, 1973 


SEC v. MATRE, INC., ET AL. (D. COLO Civil Action No. 
5346) 


Donald J. Stocking, Administrator of the Denver Regional 
Office of the Securities and Exchange Commission, today 
announced the filing of a civil complaint in the Federal 
District Court at Denver, Colorado on September 12, 1973 
against Matre, Inc. of Colorado Springs, Colorado, Dino 
Grandia of Divide, Colorado, Pierre Paviov of Divide, 
Colorado, Marjorie Lynn Trease of Divide, Colorado, 
Suzanne B. O’Connell of Monterey, Massachusetts and 
Joseph T. Cocomise of Divide, Colorado, seeking to enjoin 
them from violating the registration and antifraud provisions 
of the federal securities laws in connection with the offer 
and sale of the common stock of Matre, Inc. 


Contemporaneously there was filed a motion for preliminary 


injunction with supporting papers. The motion has not 
been set down to be heard. 





Litigation Release No. 6063/September 18, 1973 


SEC v. ASSOCIATED UNDERWRITERS, INC., ET AL. 
(C.D. UT) 
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Donald J. Stocking, Administrator of the Denver Regional 
Office of the Securities and Exchange Commission, an- 
nounced that on September 10, 1973, a complaint was 
filed in the Federal Court in Salt Lake City, Utah, alleging 
violations of the Commission’s net capital rules, customer 
protection rules, financial reporting and bookkeeping rules 
against the broker-dealer firm of Associated Underwriters, 
Inc. The complaint also named as defendants Bruce A. 
Jensen, president of Associated Underwriters, Inc., and 
Associated Equities Corporation, a corporation that holds 
75 percent or more of the stock of Associated Under- 
writers, Inc. 


On September 11, 1973, the Honorable Aldon J. Anderson, 
Associate Judge of the United States District Court for 
Utah, issued a temporary restraining order enjoining further 
violations of those provisions, and pursuant to an applica- 
tion filed on that date by the Securities Investor Pro- 
tection Corporation (SIPC) appointed John H. Allen, an 
attorney of Salt Lake City, with offices in the Kennecott 
Building, to be a SIPC trustee for liquidation of the firm, 
and the law firm of Greene & Nebeker as his attorneys. 
The temporary restraining order and the appointment of 
the SIPC trustee were consented to by the defendants. 


A hearing on the Commission's motion for preliminary in- 
junction has been set for November 12, 1973, before 
Judge Anderson. 





Litigation Release No. 6064/September 19, 1973 
U.S. v. ROC A. diVINCENZO, et al. (E.D. Pa.) 


Robert E. J. Curran, United States Attorney for the 
Eastern District of Pennsylvania, and William R. Schief, 
Administrator of the Washington Regional Office of the 
Securities and Exchange Commission, announced that on 
September 18, 1973, the Honorable Charles R. Weiner, 
United States District Court Judge for the Eastern District 
of Pennsylvania, sentenced John DeBlasi of Bellmawr, New 
Jersey to three months imprisonment and an additional 
two years suspended sentence with probation imposed. 
On September 6, 1973, DeBlasi entered a plea of nolo 
contendere to thirteen counts charging mail fraud and to 
one court charging conspiracy of a twenty-four count 
indictment which included seven counts charging inter- 
state transportation of stolen securities, sixteen counts 
charging mail fraud, and one count charging a conspiracy 
to commit the foregoing offenses in connection with the 
theft of securities and funds from certain Philadelphia 
broker-dealers. 


For further information see Litigation Release Nos. 5828, 
5953 and 6053. 





Litigation Release No. 6065/September 20, 1973 


SEC v. LUM’S, INC., et al. (S.D.N.Y.) 
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William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission ar- 
nounced that Judge Harold R. Tyler, Jr. of the United 
States District Court for the Southern District of New York 
filed an Opinion on September 13, 1973 in Securities and 
Exchange Commission v. Lum’s, Inc., et al. The fifty-four 
page Opinion which deals extensively with the concepts of 
liability for the tipping of “inside information,” found 
Lum’s, Inc. (now Caesar’s World, Inc.) and its former 
president Melvin Chasen liable for violations of Section 10 
(b) of the Securities Exchange Act of 1934 and Rule 10b-5 
thereunder. Terming the violations “flagrant” the Court 
ordered injunctions against the company and Mr. Chasen 
restraining them from future violations. Moreover, in a 
precedent setting move, Judge Tyler accepted the Com- 
mission’s request that the company be ordered to establish 
written guidelines for the dissemination of corporate infor- 
mation to the investment community. 


The only defendant not found liable was Lehman Brothers, 
the former employer of the salesman who transmitted the 
“inside information” from the company to the tippee, 
Investors Diversified Services, Inc. In declining to impose 
liability on Lehman Brothers, the Court termed the li- 
ability issue a “close” one but was reluctant to impose a 
standard of absolute liability upon a broker-dealer for the 
fraudulent acts of a mere employee under circumstances 
where there was no evidence that the firm was aware of or 
on notice of the illegal activity. 


The Commission’s action was filed on December 2, 1970 
and named as defendants Lum’s, Inc., Melvin Chasen, its 
former president, Lehman Brothers, Benjamin Simon, then 
an institutional salesman at Lehman, Investors Diversified 
Services, Inc. (IDS) and Eugene C. Sit and James R. Jundt, 
both portfolio managers at IDS. 


The complaint charged that in January 1970 Chasen learned 
that the second quarter earnings of Lum’s would be re- 

vised downward and relayed this information to Simon 
whose customers, including IDS, held large blocks of Lum’s 
common stock. Simon in turn “tipped” the information to 
IDS which sold 83,000 shares of Lum’s common stock the 
next day, after which the information about the revised 
earnings was released to the public. 


The Lehman salesman, Simon, IDS and their two portfolio 
managers were all permenently enjoined prior to trial pur- 
suant to consent judgments. In connection with these 
settlements IDS was ordered, with its consent, to implement 
and supervise guidelines for the handling of inside informa- 
tion by its portfolio managers. 


The Court's decision clearly holds that Chasen violated the 
law notwithstanding his defenses of good faith and re- 
liance upon advice of counsel. The Court predicated this 
ruling upon a fiduciary duty to the investing public of a 
corporate insider not to disclose confidential corporate 
information to those who might misuse it. Such a duty, 
ruled the Court, is not fulfilled by a caveat of confidential- 
ity in passing on the “inside information.” 


The Court also held that the facts elicited at trial proved 
that the IDS trades in Lum’s securities resulted from the 


tip by the Leham Brothers salesman. 





Litigation Release No. 6066/September 20, 1973 


SEC v. BUENA PARK SECURITIES, INC., et al 
(C.D.CA) 


Gerald E. Boltz, Administrator of the Los Angeles Regional 
Office, today announced that the Honorable Judge Warren 
J. Ferguson, United States District Judge at Los Angeles, 
on September 14, 1973 permanently enjoined Buena Park 
Securities, Inc., a registered broker-dealer of Buena Park, 
California and Arthur K. Shealey, its President, of Fuller- 
ton, California from further violations of the anti-fraud 
provisions of the Securities Act of 1933 and the Securities 
Exchange Act of 1934 in connection with the sale to cus- 
tomers and non-delivery of the common stock of Mercury 
Savings and Loan Association, or other securities. The 
order signed by the Honorable Judge Ferguson also en- 
joins the failure to maintain minimum net capital, the 
failure to maintain current books and records, and the fil- 
ing of certain false and misleading reports with the Securi- 
ties and Exchange Commission, all pursuant to the require- 
ments of the Securities Exchange Act of 1934 and certain 
rules thereunder. 


The Honorable Judge Ferguson appointed Harold L. Orchid, 
Suite 1420 Occidental Center, 1150 South Olive Street, 

Los Angeles, California as the trustee of Buena Park Securi- 
ties, Inc. under the Securities Investor Protection Act of 
1970 for the purpose of settling customer claims. 


The defendants consented to the entry of the injunction 
and the appointment of the trustee without admitting or 
denying the allegations of the plaintiff Commission’s com- 
plaint, which was filed on September 13, 1973. 


This action by the Commission was the result of the joint 
efforts of the California Department of Corporations and 
the Commission. 





Litigation Release No. 6067/September 20, 1973 
U. S. v. JACK L. CLARK ET AL. (S.D.N.Y.) 


Robert F. Watson, Administrator of the Fort Worth Region- 
al Office of the Securities and Exchange Commission, and 
Paul Curran, United States Attorney for the Southern 
District of New York, today announced that the Honorable 
Thomas P. Griesa, United States District Judge for the 
Southern District of New York, at New York, sentenced 
Jack L. Clark, of Oklahoma City, Oklahoma, to one year 
imprisonment after he had previously plead guilty to the 
conspiracy count of an indictment which charged Clark 
and others with violations of the anti-fraud and false filing 
provisions of the federal securities laws and the mail and 
wire fraud statutes. The indictment alleged that Clark 
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formed Four Seasons Nursing Centers of America, Inc. in 
1967, and thereafter, beginning in 1968 and continuing 
through 1970, sold his personally owned stock of Four 
Seasons to the public through the use of materially false and 
misleading financial statements. 


For further information, see Securities Exchange Act 
Releases 8883 and 8938, and Litigation Releases 4819, 
5508, 5516, 5588 and 5618. 





Litigation Release No. 6068/September 20, 1973 


SEC v. AMERICAN PORK PRODUCERS, iNC.., et al. 
(N.D. ILL. Civil Action No. 73C 1434) 


John |. Mayer, Administrator of the Chicago Regional Office 
of the Securities and Exchange Commission, announced 

that on September 10, 1973, The Honorable Abraham 
Lincoln Marovitz, Judge of the United States District Court 
for the Northern District of Illinois, issued an Order of 
Permanent Injunction against American Pork Producers, 

Inc., and Emery Viotho, both of Ireton, lowa; Investment 
Diversified Limited, Dennis M. Keese, and Lee Shoaf, all of 
Barrington, Illinois, enjoining them from further violations 
of the registration provisions of the Securities Act of 1933, 
in the offer and sale of investment contracts consisting of 
the purchase, maintenance, care, and sale of pigs and other 
ancillary services relating thereto. The Order further en- 
joined the defendants, investment Diversified Limited, 
Dennis M. Keese, and Lee Shoaf from further violations of 
the broker-dealer registration provisions of the Federal 
securities laws. The defendants consented to the Order with- 
out admitting or denying the allegations of the Commission’s 
complaint and amended complaint. 


For further details see Litigation Release No. 5928. 





Litigation Release No. 6069/September 21, 1973 
U. S. v. PAUL DAWSON (N.D. ILL) 


John |. Mayer, Administrator of the Chicago Regional 

Office of the Securities and Exchange Commission, an- 
nounced that on September 19, 1973, Judge William J. 
Lynch accepted a plea of no/o contendere from Paul 
Dawson, of San Antonio, Texas, in connection with an 
Order to Show Cause why Dawson should not be held in 
contempt of court for violating orders of preliminary and 
permanent injunction issued by Judge Lynch on January 20, 
1970 and October 5, 1970, respectively. These injunction 
orders enjoined Dawson from violating Section 10(b) of 

the Securities Exchange Act of 1934 and Rule 10b-5 pro- 
mulgated thereunder in connection with the purchase and 
sale of securities of U. N. Industries, Inc. or any other securi- 
ty. 


The application for the Order to Show Cause alleged that 
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Dawson, in willful disobedience of the aforesaid injunctions, | 
sold securities, namely investment contracts issued by 
Dawson and CIA Vista Del Mar, S.A., through the use of 
misrepresentations and omissions to state material facts and 
the employment of fraudulent schemes and devices and a 
fraudulent course of business. 


Judge Lynch entered a finding of guilty pursuant to the 
nolo contendere plea and suspended a sentence of six 
months imposed upon Dawson. 


ge 


For further information, see Litigation Release Nos. 4500, 
4532, 4562, 4773, 5267, 5489, 5583, 5934, and 5959. 





Litigation Release No. 6070/September 21, 1973 


SEC v. WHITE & COMPANY, INC., et. al. 
(E.D.Mo.) 


John |. Mayer, Administrator of the Chicago Regional 
Office of the Securities and Exchange Commission an- 
nounced that on September 17, 1972, the Honorable John 
K. Regan, United States District Judge for the Federal 
District Court in St. Louis, Missouri, entered a Judgment 
of Permanent Injunction against White & Company, Inc. 
and its president, Edward A. White, enjoining them from 
violations of the anti-fraud, net capital and bookkeeping 
provisions of the Securities Exchange Act of 1934 and the 
anti-fraud provisions of the Securities Act of 1933. 


On March 22, 1972, acting on the Commission's Com- 
plaint filed on that date, Chief Judge James H. Meredith 
entered a Temporary Restraining Order against the defend- 
ants, and on March 23, 1972, appointed a temporary re- 
ceiver to take charge of the assets of White & Company, Inc. 
A Preliminary Injunction was entered on March 30, 1972 
and, also on the same date, a decree was entered adjudica- 
ting that the customers of White & Company, Inc. were in 
need of protection under the Securities Investor Protection 
Act of 1970, and the temporary receiver was appointed as 
Trustee. The Judgment of Permanent Injunction does not 
affect the continuing Trusteeship in this matter. 


The defendants, White & Company, Inc. and Edward A. 
White, consented to the entry of Permanent Injunction 
without admitting or denying the allegations of the Com- 
mission’s Complaint. 
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COMPILATION OF RELEASES, COMMISSION OPINIONS, AND OTHER MATERIAL DEALING 
WITH MATTERS FREQUENTLY ARISING UNDER THE INVESTMENT COMPANY ACT OF 1940 .55 


DIRECTORY OF COMPANIES FILING ANNUAL REPORTS WITH THE SECURITIES AND 
EXCHANGE COMMISSION UNDER THE SECURITIES EXCHANGE ACT OF 1934, 
Published annually. Lists companies alphabetically and classified 


by industry groups according to the Standard Industrial Classification 


Manual of the Budget. December 1971. 
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— sec publications — 


Because of increased volume, staff limitations, and rising costs, 

the SEC has discontinued maintenance of its free mailing lists. 

Only those companies and persons registered with the Commission 

under the various Acts will continue to receive copies of individual 
releases pertaining to rule proposals and rule changes under the 

Acts for which they are registered. The following publications issued 
by the SEC are designed to keep interested members of the public 
informed about various aspects of Commission business. 


NEWS DIGEST A daily report of Commission announcements, decisions, 
orders, rules and rule proposals, current reports and applications 
filed, and litigation developments. ($33.00 per year) 


SEC DOCKET A weekly compilation of the full texts of SEC releases 
under the following Acts: Securities Act, Securities Exchange Act, 
Public Utility Holding Company Act, Trust Indenture Act, Investment 
Advisers Act, and Investment Company Act. Also included will be the 
full texts of Accounting series releases, corporate reorganization 
releases, and litigation releases. ($17.00 per year) 


STATISTICAL BULLETIN A weekly publication containing data on odd 
lot and round lot transactions, block distributions, working capital 
of U.S. corporations, assets of noninsured pension funds, 144 filings, 
and 8K reports. ($17.00 per year) 


OFFICIAL SUMMARY A monthly summary of securities transactions and 
holdings of officers, directors, and principal stockholders. ($14.50 
per year) 


Subscriptions to the above publications must be placed with the 


Superintendent of Documents, Government Printing Office, Washington, 
D6. 20402 


SUBSCRIPTION ORDER FORM 
ENTER MY SUBSCRIPTION TO 


@ $ Add $ for foreign mailing. No additional postage is required for mailing within the United 
States, its possessions, Canada, Mexico, and all Central and South American Countries except Argentina, Brazil, British Honduras 
French Guiana, Guyana, and Surinam. For shipment to all other foreign countries include additional postage as quoted for each 
periodical or subscription service. 


Send Subscription to: 
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FOR SALE BY THE SUPERINTENDENT OF DOCUMENTS, 
U.S. GOVERNMENT PRINTING OFFICE, WASHINGTON, D.C. 20402 
SUBSCRIPTION PRICE: $17.00 A YEAR: 
$4.25 ADDITIONAL FOR FOREIGN MAILING 


THE PRINTING OF THIS PUBLICATION HAS BEEN APPROVED BY THE 
OFFICE OF MANAGEMENT AND BUDGET 
(DECEMBER 21, 1972) 





